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A Letter from our Chairman and CEO

If we had to summarize 2006, it would best be described as a year of positioning for the future. The real
highlight of the year was the updating of our technology across the board. In November of 2006 we showed the
latest developments to our product line at the widely-attended gaming conference, GZE. We were the only
supptier in the gaming industry to be operating three wireless systerns concurrently and at the same time running
eight independent applications simuitaneously. Featured at that time was the basis of our new server-based
system which will be rolled out this year. [t's the backbone for all of our future development. Additionally
featured at the show was the Tracker, a low-cost color option for the traditionat bingo markets, as well as the Mini,
which uses high-speed wireless technology and is capable of featuring not only traditional bingo applications, but
any other gaming or related applications at the same time. On hand at G2E were examples of products specifically
designed for the various internationat markets in which we hope to have a significant presence by the end of the
upcoeming fiscal year.

2006 saw a continuation of our cost savings programs. As we finished out the year we still believe that
there is room for improving our margins even further over the gains that we realized in the last fiscal year. Qur
financial performance continues to be strong and we are well positioned to bmld on a stable financial platform in
the coming year ahead.

During 2006, we embarked on a program of revenue evaluation. Several legacy contracts turned out to be
unprofitable and had to be eliminated, having a measurable impact on our top line. With that behind us, we
believe that the addition of international markets, as well as gaining market share through new technology in the
upcoming year should lead to significant revenue growth,

But probably the most significant event in fiscal 2006 was the announcement of our intent to acquire
Summit Gaming in Billings, Montana. Summit is one of the leading suppliers of video lottery terminals in the
United States and has a very strong presence in four of those jurisdictions. We hope to finalize the Summit
acquisition early in 2007 and will immediately begin to look for opportunities to expand that new line of business,
Summit should be a natural addition to the GameTech product line in that all of the technology used for their
current products s entirely compatible with the products we are currently developing. This should allow us, on
one hand, to benefit from efficiencies of maintenance, distribution, and development, but also will allow us to
take content from each other’s industries and apply it in such a way as to give us a unique presence in the bingo
and video lottery markets.

All said, we believe that 2006 was a significant year in the history of GameTech and represented a
significant effort required to reposition our company for the future. Every area within our company has been, and
will continue to be evaluated for further efficiencies and restructuring to carry us forward and to continue our
performance as the leading bingo supplier in the world today.

so S Ly ) a9

Richard T. Fedor Jay M. Meilstrup

Chairman of the Board President and CEQ
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Statement Regarding Forward-Looking Statements

The statements contained in this report on Form 10-K that are nor purely historical are forward-looking
statements within the meaning of applicable securities laws. Forward-looking statements include statements
regarding our “expectations,” “anticipation,” “intentions,” “beliefs,” or “strategies” regarding the future.
Forward-looking statements also include statements regarding revenue, margins, expenses, and earnings for fiscal
2007 and thereafier; expansion of products or product development; expansion into new domestic and international
markets; potential acquisitions or sirategic alliances; statements regarding our future expectations with respect to
our pending acquisition of Summit Amusement & Distributing, Ltd, and liquidity and anticipated cash needs and
availability. All forward-looking statements included in this report are based on information available to us as of
the filing date of this report, and we assume no obligation to update any such forward-looking statemenss. Our
actual results could differ materially from the forward-looking statements. Among the factors that could cause
actual results to differ materially are the factors discussed in Item 1A, “Risk Factors.”
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Item 1. Business c ' L VS S
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. .~We design, develop,-and market interdctive electronic bingo player terminals and systemns: We currently market
portable-terminals, which can be played anywhere within a bingo hall, and fixed-base systems.with touchscreen-
activated monitors.. We .have+portable. and \fixed-base terminals operating in charitable, Native, American,
commercial, and military-bingo halls..Both our portable and fixed-base systems display electronic bingo card images

for each bingo game. Our-electronic bingo terminals enable players to play substantially more bingo cards than they

can play onvpaper cards, typically leading to-a greater spend per player and higher profits per bingo session for-the
bingo operator” We install the elécironic'bingo systems, typically at no cost to the operator, and charge either a-fixed
fee per use per terminal per session, a fixed weekly fee per terminal, or a percentage of the revenuergenerated. by
each terminal. We typically enter into one- to three-year contracts with bingo operators.

e [ T S i [

Our compény was founded in 1994 by executives previously involved in the bingo, slot machine, lottery, and ,‘

high-technology. software and:hardware industries to pursue the belief that an advanced, interactive, electronic bingo
systern would be well.received by both.bingo hall operators and players. We believe our experienced management
team, quality electronic bingo systems, and reputation for superior. customer service and support enable:us to
compete effectively in the highly competitive bingo industry.
s s - . * L
Bingo is a legal enterprise in 47 states (excluding Arkansas, Hawaii, and Utah) and the District of Columbia.
Nonprofit organizations spensor bingo games for fundraising purposes, while Native American, commercial entities,
and government-sponsored entities operaterbingo games for profit As of Octoberi31, 2006, we had systems in 30 of
the states .that allow electronic -bingo systems for use with charitable and commercial organizations. Under the
Indian Gaming Regulatdry Act, or IGRA, eleétronic bingo may be played on Native American lands in the 47 states
wherebingo is.legal. We estimate that bingo currently is played on Native American lands in 30 states. As of
October.31, 2006, we had-terminals in operation in Native American bingo halls in 13 of those states. Collectwely,
as of October 31, 2006, we had products in 40 states and in seven nondomestic countries. R

As discussed further below, in August 2006 we entered into an agreement (o acquire substantially -all of the
assets of Summit Amusement & Distributing, Ltd. (“Summit™) for $37 million in cash payable at closing, subject to
adjustment; up.or down, based on Summit’s. working capital as of the closing date, and a contingent payment'of up
to $2 million if Summit achieves certain Earnings Before -Interest, Taxes,. Depreciation and Amortization

(“EBITDA™) goals for 2006, Summit is a leading developer and manufacturer of entertainment driven gammg '

devices, including primarily video lottery. temunal equipment and related software. .. TN
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Our web51te is located at www. gametech inc.com. Through our website, we make available -free of charge our
annual reports on Form 10-K, our proxy statements, our quarterly reports on Form 10-Q, our current reports on
Form 8-K, and amendments to those reports filed' or furnished: pursuant to Section 13(a) or 15(d) under the
Securities Exchange: Act: These' reports are available as soon as reasonably practlcable aﬂer we electronically file

those materials with the Securities and Exchangé Commission. . - " -+ 4. ... S : Con
Business Strategy - ' \ e T

~i0Our goal is to be the leading provider of electronic bingo products and back-office bingo management systems
in the .Unitéd: States, on: Native Americ¢an lands and mtematlonally Key elements of this strategy ‘include the

L
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Emphasize Superior Customer Service
L a U TR T : . ' . ' ' ! B < e T BEL e

+We plan to .continue to emphasize our. customer service programs to-enable us to maintain a high level of
customer loyalty and satisfaction, which translates into Jong-term custoimer relationships. Approximately 40% of our




employees are field service technicians who are on.call seven days a week to support customers and respond
promptly to their needs. We believe our dedication to superior customer service has contributed to the acceptance of
our products and our ability to attract and retain long-term customers. . . e

Expand Product Offerings and Increase Player Usage of Bingo Electronics . g

. We plan to continue to expand.our productrofferings to provide bingo players with more choices ‘and’ price
points. Qur wide range of electronic bingo products allows bingo operators to'offer players many choices ‘when
establishing their purchases for bingo games. Operators are then bettér-positioned to-ensure they meet the needs of
all-levels of customers. We are continuing to focus our efforts on expanding ourr product lines so bingo operators can
‘offer players everything from :low cost terminals to higher-priced player. terminals, .as. well as-terminals that are
capable of supporting a variéty of different games, which increase entertainmént walue. Our carrent product pottfolio
includes four portable models; one with black and white. displays and three WIth color displays, two fixed-base color
terminal offerings; and a back-office management system. ok N O S L SRR A S
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Expand in Our Domestic Markers
e i, [ 7 PR R T - I LR P T : e
As part of our strategy to fac1l:tate the expansion of the domcstlc bmgo market, we are continuously working on
new technology to enhance our current bingo- products as well as new-technology to expand the b1ngo¢playmg

T T

experience and increase hall operator efficiency and effectiveness... . - AT e YL
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Expand Internaiionally

. ,..l_:‘ TR ar R T .o T e

- We plan to continue to expand our operations outs1de of the United States, Weqcurrently have a small mstalled
base of terminals in the United Kingdom, Canada, the Philippines, Guam, Mexico, Norwayfand Japan.International
revenue is currently .8.2% .of our total srevenue. tWe are actively pursuing additional expansion’into Mexico, the
‘United Kingdom, certain provinces-in Canada; and:other locations.-In both Mexico and the,United Kingdom, we are
working with major bingo operators to increase playér acceptance.levels ‘and' capitalize on the potential of placing
additional electronic bingo terminals in bingo clubs: From time to time'we also evaluate. opporrumtles to expand into
other countries. LTI AL T AR st to ST

.uDevelop New Applzcatwm v : T B LS ST S
We maintain an ‘ongomg product development program focused onfenhancmg» our. cxrstmg products and
developmg new.products and addmonal appllcatlons for our technology PR e L .
P i . N - o . -t [ \~ ' v £ ' H
Durmg 2006 we contmued to broaden. the appllcauon of our W|reless technology to expand our product llne
We developed a new low cost color bingo terminal, the Tracker , and we anticipate a w1despread release of the
Trackcr terminal to the general market during fiscal. 2007. I X S e
S H R T L
We were also able to mtroduce our Latin 90 systern in the Mexican marketplace- late in fiscal 2006. During
fiscal 2007, we expect to'continue additional development:ofithe system and expand.its release in'Mexico, as well as

other Latin American markets. For additional information, see “Product and System Software:Development.”

- . - e .
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Expansion Through Acquisition o P

. During August 2006; we.announced the-execution 'of a definitive. agreement with privately-held Summit
Amusernent & Distributing, Ltd: to acquire substantially all of the assets of Summit. The consideration for the-assets
consists of $37 million in cash payable at closing, and a contingent payment of up to $2 million if Summit achieves

‘certain EBITDA goals for 2006.
Headquartered in Billings, Montana, Summit is a developer and manufacturer of entertainment driven gaming
devices, primarily video lottery-terminal equipment:and related software. Summit’s primary markets rcurrently
include Montana, Louisiana, South Dakota, West Virginia and various Native American casinos. The transaction is




subject to a number of customary closing conditions. In addition, we are obtaining licenses in Louisiana, West
Virginia, South Dakota and Montana to operate Summit’s business and are completing our contemplated financing
for the acquisition, and under certain circumstances must pay Summit a $1 million termination fee if we are unable
to obtain the required permits and financing. We anticipate financing the acquisition with a $10 million revolving
line of credit and a $30 million term loan, '

Develop Strategic Alliances/Acquire C omplememm'y Companies

We plan to continue to review opportumues to grow through strategic aihances and acqulsmons that could
extend our presence into new geographic markets, expand our client and producl base, add new products, and
provide operating synergies. :

[ )

Products

We prowde bingo operators with a variety of electromc player Iermmals and back-ofﬁce management systems,
Qur player terminals operate on a proprietary operatmg system known as the Diamond™ system This operating
system includes Point-of-Sale, or POS, functionality and player tracking for bingo, operators that allows them to
consolidate to one system for selling bingo ‘paper and’ electronics, while also loading the appropriate sales
information to electronic player terminals. The Diamond system provides bmgo operators a verifier that confirms
whether a called “BINGO” is ]egmmale and has been won on a bmgo card (whether electromc or paper) that was
sold during the sessmn bemg played. |

We also offer bmgo opérators a back-office management system known as AllTrak2® whlle conlmumg to
support our legacy product AllTrak®. AllTrak2 is typ:cally integrated wuh our electronic bmgo termmals to
prov1de a bingo hall with a package of accounting and marketing information that enhances the _bingo operator 5
ability to manage the bingo hall. The original AllTrak back-office management system operates a multi-purpose
DOS-based back-office accounting system for bingo hall operators on a PC platform The AllTrak? system is a
Windows-based, multi- -purpose accounting system for bingo hail operators runnmg on standard PCs. Both AllTrak
systems operate together with the Diamond system and significantly enhance the user interface at POS terminals. In
addition, the systems provide mventory—trackmg capabllmes for bingo paper, complete sales data, player Jtracking
systems, and more. ) _ : o

We design our bingo systems to provide maximum appeal to bingo players and hall gpgrators. The primary
benefits to players of electronic bmgo terminals include the following:
e the ability to play up to 2,000 electronic bingo card images during one bingo game, depending, on
jurisdictional regulations, which is significantly more than can be played on paper; '
® the ability to electronically and simultaneously mark. the called numbers on all cards being played, thereby
reducing player error in missing or mismarking a number; and : -

e the ability to alert the player upon attaining a “BINGO,” thereby reducing the chance.a player misses
winning a prize.
AT

Our terminals are also designed to enhance the entertainment value of playing bingo. Our terminals allow
players to customize certain aspects of the user interface, and our fixed-base terminals incorporate picture-in-picture
and audio technology. In many markets, players can also play alternative games, such as solitaire, for entertainment
only_during bingo sessions. Our portable terminals allow players to play bingo electronically while sitting in a
player’s preferred seat or moving around the bingo hall. The ease of using our electronic bingo terminals makes
playing bingo possible for-players with physical disabilities that may prevent them from playing on paper, which
normally involves marking multiple paper bingo cards by hand with.an ink dauber. We believe that these aspects of
our electronic bingo systems make them more appealing to players than paper cards.

We currently market two types of electronic bingo products: portable and fixed-base electronic bingo systems.
Many bingo hall operators offer players both portable and fixed-base terminals in order to satisfy varying customer
preferences and price levels.
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+  We currently have the fo]lowmg four variations of portable bmgo termmals in commerc1al use:

the Traveler terminal, our state-of-the-art color portable terminal;

the Tracker terminal, our lower-cost color portable terminal;

the TED? cm™ terminal, our high end color portable terminal; and
‘ the TED® termmal whtch is our lower- cost black and whrte portablc termmal

e & & @

Our portable bingo systems operate similarly to our fixed-base systems. As numbers are input ‘into "the
terminals, either manually or by way of wireless communication, each bingo card being played is then
simultaneously marked. These terminals can mark up to 2,000 cards per game, based on the device. In a portable
systein, the file Server, calier unit, and sales units are similar to, and can be shared with, those of fixed-base systems,
The portab]e termmal can recogmze ‘any bingo game fonnat that the bmgo operator wrshes to play and alerts the
player both audlbly and V|sually, when “BINGO” has been achteved Portable termmals are battery powered with
rechargeable battery packs Portable termmals are recharged between bingo sess:ons in charging’ crates which
hand]e 12 TEch 12 Traveler 12 Tracker and 25 TED termmals respecttvely
"' Thé Traveler is a portable player terminal introduced in 2003 ‘that mcorporates our latest generatton of
technology. Traveler is designed to cater to players who prefer a compact portable terminal with a color dlsplay and
wirgless communications. During 2006, the Traveler became our most desirable portable terminal. The Traveler can
dtsplay up to g cards at one time ‘and play up to 2 ,000 cards ina smgle game, The terminal ut1ltzes our crate loadmg
methodology ehmmatmg the need to load a player 5 mformatlon itito an individual termmal at the'POS station. Thts
easy- -tg-use dev1ce operates using etther the AllTrak2 back- ofﬁce system or the D1amond® POS system.

The Tracker portable color termmal offers a Iowacost color altemanve to players preferrmg the Famlltanty of
our TED terrnmal Tracker‘ was developed in 2006 ahd we anticipate a w;despread reledse in 2007 Tracker
1ncorporates many of the favored features of our TED termmal with the added enhancement of a high- resolut:on
color screen. The Tracker termifial can display up to 6 b1ngo cards at a time while monitoring the play of 600 cards
in a single game. The Tracker interfaces with both our AllTrak2 and Diamond POS back-office systems.

“The’ TED C terminal, With iis color screen and clear easy -to-see graphtcs is similar‘to our fixed-base bmgo
systems, and offers a superior player experience. THe TED’C terminal can display up to 16 cards at one time and
play up to 600 cards i in one game This easy- to -use devrce operates using erther the AllTrakZ back-office system or
Diamond POS systen.  * T '

Y. » ALt -

"+ 1The TED terminal is the lower-cost black and white portable terminal, The TED terminal can display four bingo

cards at a time, plays up to 600 cards in a singlé gamie, functions from'a propnetary motherboard and operates using

either the Alltrak2 back-office system or the Diamond POS system, R -
Fixed-Base Bingo S ystems

i ., -
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“*.Our fixed-base bmgo systems consist of a local‘area network of mtcrocomputers including the f' le server, the
caller unit, the sales unit, and the player’s terminal. All terminals in the fixed-base bingo system use microcomputer
hardware and;'éan be- operated with touchscreens. Fixed-base terminals can be played. in automatic mode or in
manual mode} which requires the players to enter-each number called. Players can switch between the two_modes as
they choose’ if they are playing in a jurisdiction' that atlows for automatic daubing. In either mode, up to 600
electronic bingo card images can be marked simultaneously. A -complete ﬁxed base bmgo system consists of the
following: T : ‘

« File Server+The file server runs the network. All bingo game data is processed and stored through this unit.

e, . . . o, N




Caller Unit. The caller unit, which is located on the caller’s stand, allows the caller to communicate with each
player’s terminal by use of a touchscreen. By simply touching the screen, the caller enters ball numbers drawn, game
number, game patterns, and wild numbers. The caller unit connects with each player’s fixed-base terminal to verify
electronic bingo card images and enables the winning electronic bingo card images and paper cards to be displayed
on monitors within the bingo hall. The caller unit typically contains a modem that allows us to access data remotely,
thereby enabling us to monitor the use of our terminals. Data from the system is also available to assist bingo hali
operators to manage their halls. : . v

Sales Unir, The sales unit is a point-of-sale terminal, typically located near the entrance of a bingo hall, where
all customer purchases are made. Using a touchscreen, the cashier activates player buy-in choices for the session and
the unit automatically calculates pricing and totals. The player reccives a printed receipt itemized by date, session,
and quantity of electronic bingo card images purchased. . . :

- I

Player’s Terminal . Each player’s terminal consists of a separate compruter and touchscreen monitor. Each
player’s terminal is housed in a customized metal or wooden table with up to six terminals per table. Players can
cycle through all of their electronic bingo card images while play is proceedmg The player’s terminal marks the
numbers called on each electronic bingo card image being played, either automatically or ‘after the playér entérs the
number called. The terminal displays the player’s three electronic bingo card images that are closest to a “BINGO.”
The free space at the center of any electronic bingo card image that is one number away from “BINGO” flashes to
notify the player. The terminal typically sounds an alert alarm and the screen llas.hes when “BINGO” is achieved.

’ .
‘e

‘Product and System Software Develdpment .

We conduct an ongoing research and development program to enhiance the features and capabilities of our bmgo
systems, to maintain a compelmve advantage in the marketplace, and to extend our product line with new games and
applications.

In 2006, we developed a stand- alone system for the Latin American Bingo market, which was released late in
fiscal 2006. The system plays a 90- number style of game, which is popular in Latin America. The system utilizes a
server installed at the bingo hall and plays this 90-number game on our Traveler terminals. The system supports a
communication method allowing it to communicate with our headquarters securely over the mtemet '

. During 2006, we developed 'a new low- cost color bingo terminal, the Tracker, [t provides all of the same
features as our TED terminal, wnth a color screen. It is a]so capable of fulure ¢nhancements, based on new or
emerging customer needs. :

i
'

Additionally, during 2006 we made significant progress on the development of a new ponable POS system The
system allows all POS functions to be performed wirelessly throughout a bingo hall,

During fiscdl 2006, we spent approximately $2.9 million for company-sponsored research and development
activities compared with approx1mately $4.1 million during fiscal 2005 and approxnmately $£5. 2 million durmg fiscal
2004

' 2

Sales, Marketing, and Distribution a . - o '_ '

We utilize a network of third- -party dlsmbutors as well as a direct sales force to promote the use and placement
ofour electronic bmgo lermmals and systems

We strive to work with only those third-party distributors who have the targest market share in bmgo supplles
for their respective geographic areas. Most distributors carry a complete range of bingo supphes such as paper, ink
daubers, and other consumable products that bingo operations may require. Our’ dlsmbutors typically work in
defined geographic jurisdictions under cne- to three-year agreements with exclusivity provisions w1lh us; where
applicable. This exclusivity allows us to align our mutual interests in the market and seek to miaintain our market
leading positions.




. . . ‘", PR I . Xl .t i . B S .

Our internal -sales force works to support our network of dlstrlbutors as well as'service customers -directly in
certam markets. Our staff of sales.personnel consults w1th bingo operators to optimize the use of.electronics«in their
‘games and to improve their profitability. v - ‘ P

Dt 1o . 3 AEERATE * Tty " T X ' . R PR
.+ Our-marketing strategy is.to target bingo operators and demonstrate the benefits of our.bingo. systems to both
bingo operators and bingo players. Our superior customer service and quality products are designed to promote
player loyalty and long-term relationships with bingo operators.

e 4 . . ] ' .

. Our installation package typically includes the following: 1 . ; .

e IR o et o B .z S '
installation by us at no cost to the bingo operator; . o
training sessmns for the bmgo staff;

promotlonal sesswns to infrodude players to the system; ’ ;

.advemsmg and pomt of-sate materials; and . _

an ongomg service and mamtenance program

s 3 . . . ' . o . s

. _T'q.lrget Markets™ '~ Lo .

We targef the'tﬁousands of charities licensed to ’ope'rate bingo games in the United States and Canada. We also
target Native American bingo halls and commercial entities in the United Sates and foreign markets. As of
December 31, 2006, we had terminals in approximately 500 locations serving approx1mately 1,200 blngo operdtors,
including many chantable bingo halls in which we, or our distributors have multiple customers. For the year ended
October 31, 2006, portable termmals generated approx1mately 80% of our revenue and ﬂxed based terminals
generated approxrmately 20% of ouf revenue.

As of December 31, 2006, we operated in 40 states and seven nondomestic countries. We are actively, pursuing
addlttonal opportunities in other states and COLIIltI'leS as well as mcreased activity.at exnstmg sites. N
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Ma'terials and Suppl.ies.
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We source all system hardware components from various domestic and international suppliers. The components
are typlcally assembled and system conﬁgured' at our facility in Reno, Nevada, however we occasionally use third-
party manufacturers to assist with the assembly or refurbishing of terminals. We require that the assemblers of our
terminals be dedicated to high quality and high production levels as well as support new product development.

fow

Intellectual Property
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We have registered trademarks with the U.S. Patent and Trademark Office for the following names: “AllTrak,”
“AllTrakZ > “Blazmg Quarters ” “Bowling for- Cash,” “Cadillac’ Bingo, " “Diamond Bingo,” “Diamond Elite,”
“Diamond Plus Bingo,” “Diamond TED,” “Flrestar * “GameTech,” “GameTech and Design,” “Nevada Classic,”
“Pay-N-Play,” “Sunken Treasure,” “TED,” “TEDZC,” “The Electronic Dauber,” and “Traveler.” We have trademark
applications pending with the U.S. Patent and Trademark Office for the following names: “Bingo Enhanced Tabs
System,” “Club 76,” “Crystal Ball,” “Diamond Pro,” “Diamond VIP,” “GameTech Arizona Corporation "
“GameTech Elite,” “GameTech Players Club,” “Latin 90,” “Tracker,” and “GameTech Mini.” We have registered
Canadian trademarks for the following names: “AllTrak,” “Diamond Bingo,” “Diamond Elite,” “Dlamond Plus
Bingo,” “Diamond Pro,” “Diamond TED,” * Diamond VIP,” “GameTech and Design,” “TED " “TEDC,” and “The
Bingo Players Choice.” We have Canadian trademark applications pending for the following names: “GameTech.”
We have Mexrcan trademark apphcatlons pending for the followmg names: “GameTech * “Gringo Bingo, » “Loteria
Loco,”, “Tracker ” “Trave]er and “GameTech Mexico,” and “Latin 90.” We have registered Norwegian trademarks
‘for the followmg names: “GameTech and Design” and “TED.” We cannot provnde assurance that any of our
domesnc or forelgn trademark appllcat:ons will be granted. |
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The electronic bingo industry is characterized by intense competition based-on various factors, includingsthe
ability to enhance bingo hall operations and to generate incremental revenue for bingo hall operators through
product appeal to players, ease of use, serviceability, customer support and training, distribution, name recognition,
and prices We compete primarily with other companies providing electronic: bingo terminals, includiig Bettina
Corp., California Concepts, EZ Bingo, FortuNet, Inc., Pacific Gaming, Planet Bingo and Video King: In addition,
we compete with other similar forms of entertainment, including casino gaming, other forms of Class 1 gaming, and
lotteries. Increased competition may result in price reductions, reducéd operating margins, reduced revenue, and loss
of market share, any of which could materially and adversely affect our business, operating results,; and financial
condition. Furthermore, existing and new competitors may expand their operations in our existing or potential new
markéts. We have attempted to counter competitive factors by providing: superior- service; new, innovative, and
.quality products and software improvements. We believe that the quality of our full array of portable and {ixed-base
bingo systems, combined with superior service.and customer support, differentiate us from our competitors.
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- ‘We are subject to regulation and oversight by'governmental authorities ifi-virtually all jurisdictiofis in which we
conduct business. As of December 31, 2006, we held approximately 60 licenses with various regulatory agencies.
The regulatory requirements vary from jurisdiction to jurisdiction. Governmental regulations may require licenses,
approvals, findings of suitability, or qualiﬁcations' for our company as ‘well as ‘for our products, officers, diréctors,
certain personnel, significant stockholders, or otheér associated parties: The term “significant stockholder”‘typically
refers to any bengficial owner of 5% or greaterof our capital stock. Any person who fails or refusés to coriiply with
these regulatory requirements could be subjéct to disciplinary or legal action, which could adversély’impact our
company, including the'loss of any existing license, the ability to obtain a futiré license; and our ‘ability to'coriduct
business in one or mare jurisdictions: The licensing approval dnd finding of suitability processés can be -le_ﬁ;g'tﬁf(-'ahd
expensive. On Native American lands, regulation results from the laws of each tiibe, the provisidns of IGRA; and
various tribal-state’ compacts. Many jurisdictions have ‘comprehénsive’ licensing, reporting! +and’ operating -
requirements with respect to the manufacture, development, assemb]y,‘suppoh,' distribution; sale, lease',l'lj%"e,' and
operation of bingo and bingo-related prodicts, including electronic bingo equipm’ént."These-reqhi‘r'eheiit‘s-hax%‘a
direct impact on the conduct of our day-to-day operations. In'substantially all states in which charitable b’ingo is
legal, the staté imposes operating restrictions on the game of bingo and-on' the form’ of busingss relations we tan
have with the charitable entities. Generally, regulatory”authoritiés may deny dpplications for- licenses ! other
approvals, or findings of suitability for any cause they may deem reasonable. There can be no assurance that our
company or our hardware or software products, personnel, officers, directors, significant stockholders, distributors,
vendors, consultants, or other eissoc'iated parties will receive ot be able to mgiﬁtifip any necessary '_licerf!sre_‘s, other
approvals, or findings of suitability. The loss of a license of ‘a product approval in 4 particular jurisdiction_mdy
prohibit us from realizing revenue in that jurisdiction and may.adversely impact our license or product p}aéérﬁé:rﬁs
and ability to réalize revenue in other jurisdictions. Any change in law or regulation by’ a_jurisdiction, or, an
unfavorable interpretation of any law or regulation, could adversely impact our ability to earnrévenue. v
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Nevada Regulat_i_i_m ar_i;l Licénsing
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In October 2006, we were successful in obtaining registration with the Nevada Gaming Commission (the
“Commission”) as a publicly traded corporation and were licensed as (i) a manufacturer and distributor of, gaming
.de__vif':,es, (i) an op‘érator of a mobile gaming system, and (iii), an operator qf' an inter-cas}ir{no linked  system.
Additionally, the Commission found us suitable to manufacture and distribute certain .equipment used. in’ casino
gaming operations which the Commission refers to as “associated equipment” and found various of oi:{r officers ;1.r;1d
directors suitable to hold such positions in the company. The foregoing licenses, findings of suitability, and related
approvals were limited by the Commission Lo expire in two years, upless_ qther_wisq renewed by.the (;omnzisgi‘o’n.‘
As a corporation registered with and licensed by the Commission, our company and its officers, directors, anc
shareholders are subject to Nevada law relating to the regulation and control of the gaming .industry. The
manufacture, and distribution in Nevada of gaming. devices and associated equipment and the operation of mobile




gaming systems and inter-casino linked systems are subject to the provisions of the Nevada Gaming Control Act and
the related regulations of the Commission, and various local regulations. Our manufacturing and distributing
‘businesses are subject to the licensing and regulatory control of the Commission, the Nevada State Gaming Conirol
Board (the “Gammg Board”) and vanous local licensing authorities.
The laws, regulations and supervisory procedures of the Nevada gaming authorities are based upon declarations
of pub']ic policy which are.concerned with, among other things:
1. the prevention of HNsavory or unsultable persons from having a direct or indirect mvolvement with gammg
at any time or in any capacity;
2. - the establishment and maintenance of responsible accounting practices and procedures; :
+ 3. the maintenance of effective controls over the financial practices of licensees, including the establishment
of minimum procedures for internal fiscal affairs and the safeguarding of assets and revenues, providing
reliable record keeping and requiring the filing of periodic reports with the Nevada gaming authorities; .
4. the prevention of cheating and fraudulent practices; and
5. providing a source of state and local revenues through taxation and licensing fees. .

- Any change in such laws, regulations and procedures could have an adverse effect on our gaming related
operations. . L e,
-+ . The Nevada gaming authorities may investigate any individual who has a material relationship to, or material
involvement with, us in order to determine whether such individual is suitable or should be licensed as a business
associate of a gaming licensee. Officers, directors and certain key employees of ours must file applications with the
Nevada gaming authorities and may be requrrecl to be licensed or found suitable by the Nevada gaming authorities.
Ofﬂcers directors and key employees of ours who. are. actively and directly .involved in the manufacturing or
d1strlb‘uuon activities. of the company, or involved in the operations of any mobile gaming system or inter-casino
linked system operated. by us, may be required 1o be licensed or found suitable by the Nevada gaming authorities.
- .The Nevada gaming authorities may deny any application for licensing for any cause which they deem reasonable.
A finding of suitability is comparable to licensing, and both require submission of detailed personal and financial
information followed by a thorough investigation. The applicant for licensing or a finding of suitability must pay all
costs.of the investigation. Changes in licensed positions must be reported to the Nevada gaming authorities and, in
addition to their authority, to deny an application for.a finding of suitability or licensing, the Nevada gaming
authorities have jurisdiction to disapprove a change in corporate position,
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If thé Nevada 'gaminé autboriiies were to find an officer, director or key employee unsuitable for licensing or
unsuitable to continue having a relalionship with us, we would have to sever all relationships with such person. In
addmon “the Nevada Comm1551on may require us to terminate the employment of any person who refuses to file
appropnate applications. Determmatmns of suitability or of questmns pertaining to licensing are not subject to
‘judicidl review ifi Nevada.

We are required to submit detailed financial and operating reports to the Nevada Commission. Substantially all
material loans, leases, sales of securities and similar financing transactions by us are to be reported and, in some
cases, approved by the Nevada Commission.
. . : T . [

If it"were determinéd that-any Nevada gaming laws were violated by us or by any officer, director, or a key
‘employee of ours, the licenses and approvals held by us could be limited, conditioned, suspended or revoked, subject
to compliance with certain’ statutory and regulatory procedures. In addition, we and the persons involved could be
subject to’substantial fines’ for each séparate violation of the Nevada gaming laws at the discretion of the
Commission. Limitation, conditioning or'§uspension of any license, finding of suitability, or related approval could
(and revocation of any license would) materially advérsely affect our manufacturing and distributing operations in
the State of Nevada.
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Any beneficial holder of our voting securities, regardless of the number of shares owned, may be required to file
an application, be investigated; and have his suitability as a beneficial holder of our voting securities be determined




by the Commission if the Commission has' reason.to believe that such ownership would otherwise be Jinconsistent
with the declared policies of the State.of Nevada. The applicant must pay all costsiof: 1nvest1gatlon incurred by the
Nevada gammg authormes in conducting any such mvesugatron N A T Lt
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Nevada gaming laws require any person who acquires more .than 5% of out votmg securitiés to report the
acquisition to the Commission. Further, Nevada gaming laws require that beneficial owners of more than 10% of our
voting securities must apply to the'Commission for a finding of suitability. within thirty. days afier.the Chairman of
the Gaming Board mails' written notice requiring such filing. Under certain circumstances,- an : “institutional
‘investor,” as defined by Nevada gaming law, which acquires more than .10%, but not more than 15%, of, the
company’s voting .securities may apply to ‘the Commission for.a waiver.ofisuch finding. of suitability.if such
institutional.investor holds the voting securities for investment purposes only. An institutional:investor shall not be
deemed to hold voting sécurities for investment purposes unless.the voting‘securities: were: acquired and are held in
the ordinary course of business as an institutional investor and not for the purpose of causing, directly or indirectly,
the election-of a majority of the members of our board of directors, any changerin our corporate charter, bylaws,
‘management, policies or operations, or any of our-gaming affiliates, or any. otheriaction-which.the Commission-finds
to be inconsistent with holding our‘voting securities for investment-purposes only: Activities which-are not deemed
to be inconsistent with holding votmg securities for investment purposes only include: -+ ¢+ o

. o .

1w voting on all matters voted on by stockholders; .~ - < R T S AN

2. making financial and other inquiries of management of the type normaily made by securities: analysts for

informational purposes and not to cause a change in management, pohcres or operations; and

3. -such other. activities as the Nevada Commlssmn may determine to-be consistent with.such investment

intent. oo “ o .o T L N I IR
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If the beneficial holder of voting securities who must be found surtable is a corporation, parmershrp, l:mrted
partnership, limited liability company or trust, itimust submit detailed business: +and financial information including a
list of beneficial owners. The apphcant is requrred to pay all costs of mvesnganon
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Any person who fails or refuses to apply for a finding of surtablllty or a license within.thirty days;aﬁer being
ordered to do so by the Commission or the Chairman of the Gaming Bodard, may ‘be:found. unsuitable.. The same
restrictions apply to a record owner if the record owner, after request, fails to identify the beneficial owner. Any
stockholder found unsuitable-and who holds, directly or indirectly, any beneficial ownership of the voting securities
.of a registered publicly traded corporation beyond such period of time as may. be prescribed by the Commission may
be guilty of a criminal offense. We could be subject to distiplinary action-if, after receiving notice that a person is

unsuitable'to: be a stockholder or to have any other relatidnship with us; we: R A S A
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1. pay that persen any dividend or interest upon votmg securities of ours;
2. allow that person to exercise, directly or indirectly, any votmg right conferred through securities held by
< that person; .~ - S . . P S v e g
3. pay remuneration in any form to that person for services rendered or otherwise; or
4. fail to pursue all lawful eﬁ'orts to requlre such unsmtable person to rclmqursh hlS votmg securmes f'or cash
‘at fair market value ' i & ’
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" The Commission, i its discretion, may’ requlre any lender to us or the holdét of any "débt' securlty of outs to file
applications, be” investigated and be found siitablé‘as a lendér to us or ‘to own our debt seclirity. Nevada law
provides that if the Commission determines that a person is unsuitable to own a'debt securlty '6f a registered pub]lcly
traded corporation or licensed coripany,‘the corporation can be sanctioned, mcludmg the loss of its approvals if it
takes any of the followmg ‘actions w1thout having first obtained the’ approva] of the Commission: If a- person or
entity that is a lender to a licensed company is found unsultable to be a lender under’the circumstances, the loan
‘transaction must be ended in a manher acceptable to the Commission. In any évent where'a person or ermty is found
unsuitable to be a lender to or the holder of a debt securlty 1ssued by us, it is unsultable for us to do any of the
following: ' ' e
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pay to the unsuitable person any dividend, interest, or any distribution whatsoever; "

recognize any voting right by such unsuitable person in connection with such securities;

pay the unsuitable person remuneration in any form; or :

make any payment to the unsuitable person by way of principal, redemptlon conversion, exchange,
liquidation, or simnilar ransaction, except as permitted by the Commission.-
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-« We are required to maintain a current stock ledger in Neévada, which may berexamined by the Nevada gaming
authorities at any time. If any securities are held in trust by an-agent or by a nominee, the record holder may be
required to disclose the identity of the beneficial owner to the Nevada gaming authorities. A failure to make such
disclosure may be grounds for finding the record holder unsuitable, We are also required-to render maximum
assistance in determining the identity of the beneficial owner. The Commission has the power.to require our stock
certificates to bear a legend indicating that the securities are subject to the Nevada gaming laws. - -+ o

Changes in control of.us through merger,.consolidation, stock ot asset acquisitions, management or consulting
agreements, or any act or'conduct by & person whereby he obtains control, may not occur without the prior approval
of the Commission. Entities seeking to acquire control of a registered publicly traded corporation must satisfy a
variety of stringent standards prior to assuming control of a registered publicly traded corporation. The Commission
may also require controlling stockholders, officers, directors and other persons having a material relationship or
involvement with the entity proposing to acquire control to be investigated and licensed as part of the approval
process relating to the transaction.
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The Nevada legistature has declared that some corporate acquisitions opposed by management, repurchases of
voting securities and corporate defense tactics affecting Nevada gaming licensees, and registered publicly traded
corporations that are affiliated with those operations, may be injurious to stable and productive corporate gaming.
The Commission has established a regulatory scheme to ameliorate the potentially adverse effect of these business
practices upon Nevada’s gaming industry and to further Nevada’s policy to: . :

1. assure the financial stability of corporate gaming operators and their affiliates;

2. . preserve the beneficial aspects of conducting business in the corporate form; and

3. rpromote a neutral environmental for the orderly governance of corporate affairs.

. Approvals are, in certain circumstances, required from the Commission before we:can make exceptional
repurchases of voling securities above the current market price thereof and before a corporate acquisition opposed
by management can be consummated. Nevada gaming laws also require prior approval of a plan of recapitalization
proposed by our board of directors in response to a tender offer made directly to the registered publicly traded
corporation’s stockholders for the purposes of acquiring control of the registered publicly traded corporation.

+ Nevada licensees that hold licenses-as a manufacturer and distributor, and as an operator of a mobile gaming
system and inter-casino linked system, are required to pay annual license renewal fees to the State of Nevada.

Aﬁy person who is licensed, required to be licensed, registered, required to be registered, or who is under
common control with such persons (collectively referred to as “Licensees”), and who proposes to become involved
in the operation of a gaming venture outside of Nevada is required to deposit with the Gaming Board, and thereafter
mamtam a revolving fund in the amount of $10,000 to pay the expenses of investigation of the Gaming Board of
their participation in such’ foreign gaming. The revolving fund is subject to increase or decrease at the discretion of
the Commission. Thereafter, licensees are required to comply with certain reporting requirements imposed by the
Nevada gaming laws. A licensee is also subject to disciplinary action by the Commission if he knowingly violates
‘any laws of the foreign jurisdiction pertaining to.gaming matters, fails to conduct a foreign gaming opetation in
accordance with the standards of honesty and integrity required of Nevada gaming operations, engages in activities
that are harmful to the State of Nevada or its ability to collect gaming taxes and fees, or empioys a person in the
foreign operations who has been denied a license or ﬁndmg of suitability in Nevada on grounds of personal
unsuitability.
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Gaming on Native American lands, including the terms and conditions under which gaming equipment can be
sold or leased to Native American tribes, is or may be subject to-licensing and regulation under IGRA and other laws
of the federal government, the tribes, and the host state, where applicable. Under IGRA, gaming activities are
classified as Class I, I or [1I. Class [ gaming includes social games;played solely for prizes of minimal value, or
traditional forms of Native American.gaming engaged in as part of,.or 'in connection with, Native American
ceremonies or celebrations.. Class [1 gaming includes. bingo, and-other card games authorized .or not explicitly
prohibited and played within the host state, but does not include.banking card games, such as baccarat or blackjack.
Class 111 gaming includes all forms of gaming that are not Class | or Class 11, including slot machines, casino style
games or any other games prohibited by the host state. A Native- American tribe’typically conducts Class I gaming
under IGRA without having entered into a written compact with its host state if the host state permits similar forms
of gaming, but must-enter'into a .separate written. compact with the state’ in--order to conduct Class:III gaming
 activities..Under IGRA, tribes are required to regulate ail gaming under ordinances approved by the Chairman of the
National Indian Gaming Commission, or NIGC. These ordinances may impose stindards and technical requirements
on gaming hardware and software,’and.may impose registratior, licensing! and background check requirements on
gaming: equipment manufacturers-and suppliers and their personnel,-officers, directors, stockholders, distributors,
vendors, and consultants: The NIGC has undertaken an effort to provide-further. clarity with respect to game
.classification and technical standards, and this effort' continues. The NIGC’s final work product may have a material
adverse effect on our business, results of operations, and financial condition. -* . . PIRR

IGRA defines Class Il gaming to include “the game of chance commonly known as bingo, whether or not
electronic, computer or other technologic aids are used in connection therewith,” and defines Class I1I gaming to
include “electronic or electromechanical facsimiles of any game of chance or slot machines of any kind.” In the
event.of classification as.a Class Il product, such .a designation-would reduce the potential market for the devices
‘because. only. Native American gaming halls that have entered into a tribal-state compact that permits Class 111
electronic gaming systems would be permitted 1o use the device, unless we could modify the systems to have them

reclassified as a Class Il game. We may not be able to make any such modifications in the event of such a

classification. . , e
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The Federal Gambling Devices Act of 1962, also called the Johnson Act, generaily makes it unlawful for a
L person to manufacture, déliver, o receive' gaming machines, ,gaming machine-type devices, and components across
“ state lines or to operate gaming rhachines unless that person has.first registered with the U.S: Department of- Justice.
We are registered with the Department of Justice. In addition, the Johnson Act imposes ‘various record keeping,
annual registration, equipment registration, and equipment identification requirements. Violation of the Johnson Act
.may result'in seizure and forfeiture of the equipment as.well as other penalties. It is our understandmg that the
Department of Justice will be proposing amendments to the Johnson Act which are intended to refine and clarify the
differences in existing federal gambling laws under the IGRA and the Johnson Act.’ Any change in law or regulation,
or an unfavorable interpretation of any law or regiilation, could.adversely impact our ability to earn revenue or could

require us to subslantlally modify our products-or operations at significant expense
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Regulation of Electronic Bmgo Systems

Qur electronic bingo products mcludmg our portable and f' xed- base termmals encounter greater regulation

than bingo, played with paper _cards. .Applicable federal, state, Native American, and local regulations and

enforcement vary significantly by jurisdiction.. , L
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Electronic bingo in charitable halls is less widely permitted than bingo played with paper cards, prima'rily
because many state laws and regulations were enacted before electromc bmgo was introduced. We believe that
electronic bingo in charitable halls is currently penmtted in more than 35 of the 30 states. Because many state laws
and regulations are silent or ambiguous with respect t&” electronic bingo, changes’in regulamry interpretations or
enforcement personnel could impact the continued operation of electronic bihgo'in some of* these states.” In addition,
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some regulatory authorities require the demonstration, testing, approval, or modification of eléctronic bingo systems
prior to placement.

Systems Security Requirements oo S - ‘ o R V!
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The integrity and. security of electronic:bingo- systems are closely scrut1mzed by certain jl]l"lSdlCthl’lS in which
we operate. Changes in the technical requirements for approved electronic bingo systems in various charitable,
Native American;.commercial, and military jurisdictions could prohibit us from operating in those jlll‘lSdlCthl’lS or
could require us to' substannally modlfy our products at sngmﬁcam expense. e :
* ' s . R S ]
Application of Future or Additional Regulatory Reqm'rements . .
- We intend to seek the necessary licenses, approvals, and findings of suitability for our company, our products,
or our personnel in jurisdictions .in which we anticipate significant bingo activities::However, these licenses,
approvals, or findings of shitability may not be obtained timely, if at all,-and, if obtained, may be 'subsequently
.revoked, suspended, conditioned, or not renewed. In addition, we may not be able to obtain the necessary approvals
for our future products. If a regulatory authority in a jurisdiction requires a license, approval, or finding of suitability
and our company, stockholders, distributors, vendors, or consultants fail to seek or do not receive the necessary
license or finding of suitability, we may be prohibited from distributing our products for use in the jurisdiction:or
+ may be required to develop or distribute ouir products through other licensed entities, which could result in a reduced

profit to us.

Employees : ‘ Co . . e . C .
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As of 'January 1 2007 we .had approximately 200 full time equwalent employees. We +are not subject to

.collective bargaining agreements with our employees and we believe that our:relatmns with our employees are
goad. . Co . S . : oL N

Item 1A. Risk Factors . ) v

The following factors, in addition to those discussed elsewhere in this report, should be carefully considered in
evaluating our company and our business.

There is no assurance that the Summit acquisition will be successfully ..completed. If we fail to obtain required
financing and licenses and Summit meets our conditions to closmg, we. will be reqmred to pay Summit a 31
millien termmanon fee. . S T R
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. *On August 30, '2006, we entered into an asset purchase agreement with Summit Amusement & Distributing,
Lud. to acquire substantidlly all of its assets'and assume certain of its Habilities: The closing of the agreement: is
- subject to a number of conditions, and we cannot control whether all of them will be met. In addition,.the agreement
may be terminated under specified circumstances, some of which are not within our contrel. For.example, Sumrmit
may terminate the agreement by paying us $1 million if it enters into'a definitive agreement to sell its business to a
third party. If we are unable to obtain required licenses or financing for the acquisition and Summit meets our
conditions to closing, we will be required to pay Summit 2 $1 million termination fee.
L N WA

If completed, our acquisition of Sumnqit may nat pmduce the resuhs we antict]pate.
Our acquisition of Summit is the largest acquisition undertaken by our company. The success of thé acqmsmon
will depend in large part on our management’s ability to integrate, maintain and grow Summit’s’ business.
Challenges we face mclude the following:
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¢ the diversion of management time and effort from our ex15t1ng business . .
i
®  managing a much larger combmed busmess mcludmg 1mplement1ng adequate mtema] controls

e the potential foss of key employees of Summll "and

12




e maintaining Summit’s customers and growing the customer base and markets.

It is anticipated that none of Summit’s employees will have employment agreements with us, although two of
Summit’s key employees would sign nonsolicitation agreements and would each recetve upon Jommg us options to
purchase 100,000 shares of our common stock, vesting after two years. e

In addition, Summit’s businiess is subject to many-risks and uncertainties, including the following:

—_—

its dependence on the video lottery terminal industry

2. its dependence on key markets in Montana, Louisiana, South Dakota, and West Virginia
3. its ability to respond to rapid teehnologlcal change and market demand for product enhancements Jand
changes in laws and regulations.

€, 4 . .o -

 We anticipate incurring significant debt to ﬁlmance the acquisition of S wmmit.

We antrcrpate ﬁnancmg the acqursmon of Summit wrth a$10 mrllton revelving credit facility and a $30 mrllron
term. loan secured by substantrally all of our and Summit’s assets. Serv:cmg the debt will require a significant
amount of cash,_ and our. ability to generate the required cash depends on our ability to successfully manage
Summtt S busmess and upon other factors some. of which are beyond our control. We expect that the agreement
governing the new debt will contam substantlal afﬁrmatlve and restrictive covenants including the maintenance of
certain financial ratios. A breach of any of our obltgatlons under the debt agreement could result in a default

llowmg the lender to elect to declare all amounts outstandmg together w1th accrued interest to be immediately due
and payable
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We depend on the bingo and electronic bingo indtlsttj;t. S

Our future revenue and profits depend upon continued market acceptance of, our products and services, the
continued penetration of electronic bingo into bingo halls natronwrde and various other factors, many of which are
.beyond our control. For example, we depend on the continued popularity of bingo as a leisure activity and as a
means of, charitable fundralsmg The bingo mdustry in North America is.a mature industry, and has declined. We
.anticipate continuing declmes in the future asa result of an increase in competlng forms of entertainment, including
those resulting from developments in- online gammg and the continued expans:on of the legalization of casino
gamtng, such as rwerboat gammg and gaming on Native American lands.

- T . . P L o . . "
Qur, success depemis on our ability to respond to rapr'af madrket changes and product enhancements,
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Our products utilize hardware components developed primarily for the personal computer industry, which is
characterized by rapid technolog1cal change and product enhancements. Should any of our current or potential
competitors succeed in developing a better electronic bmgo system, those competitors could be in a position to
outperform us in our_ability to exploit developments in microprocessor, wdeo technology, or other multimedia
technology The,emergence of an electronjc bingo system that is superior to ours in any respect could substantially
diminish our revenue and limit our abrhty to grow. Any failure of our company to respond to rapid market changes
and product enhancements could have a materral ‘adverse effect on our business, results of operattons ‘and’ financial

condition. -

To compete successfully, we must retain and extend our existing contracts with customers and secure new
customers.
. We denve all of our revenue and cash ﬂow from our portfollo of contracts to lease electromc bingo. products to
customers. Our contracts are primarily for terms ranging from one to three years ‘and not all contracts preclude
customers from using electronic bingo products of our competitors. Upon the expiration of a contract, a customer
may decide to us¢ a competitive bidding process to award a new contract. We may be unsuccessful in winning the
new contract or.be forced to reduce the pricing structure in the new contract. Our inability to, renew or matertally




alter a significant number of contracts, could,-depending on the ¢ircumstances, have a material adverse effect on our
business, results of operation, and financial condition.
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Some of our custamers may terminate agreements with us on relarwely short mmce. :

Some of our agreements with customers:may permit termination by the customers upon relatively short notice
to us and without penalty, and do not designate us as the customer’s exclusive electronic bingo system provider.
Some contract terms may not be memorialized in writing. . - .~ i - o ,
J, ~

Our compliance With several govemmemal and orher regulattons is cost{y and subjects our company to
‘significhnt risks.” *" et ‘ b e
L ’ * PR S ]

We must maintain the extstrng licenses and approvals necessary to operate in our extstmg markets and obtam
the necessary licenses, approvals; findings of suitability, ‘and product approvals in- all additional Jl.ll’lSdlCthI‘lS in
which we intend to distribute our products The l1censmg and approva] processes can mvolve extensive investigation
irito ‘our company ‘and our products ofﬁeers drreetors certain personnel srgmf" cant ‘stockholders, and other
associated parties, ‘all of which \ can require srgnrf icant expend1tures of fime and' resdurdes. We miust also comply
w1th appheable regulattons for our activities in any mtematlonal _]UI'lSdlCllOl."l mto which' we’ expand We may ot
recetve "licensing or ‘other” requrred approvals in'a timely manner in the _]unsdrctrons in WhIlCh we are currently
seekmg such approval The' regulattons relating to company and product ltcensmg are subject 10 change or change in
mterpretatron "and other jl.ll‘lSdlCthI‘lS mcludmg the federal govemment may elect to regulate or tax’ bmgo vrdFo
Tottery or gaming: We cannot predict the nature of any such changés'or the :mpaet that such ehanges would have on
our business. The loss of a license in a particular jurisdiction may prohibit us from generating revenue in 'that
Jurisdiction, may prohibit us from installing or mamtammg Qur, termtnals in other jurrsdwtrons and may have a
material adverse effect on our business, results of operations, and financial condition, ' ** ™' ' ot ey !
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"We depend on our relatmnshtps wtth our d:strtbutors. .
t l i
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We denve 2 srgmf‘ icant pomon of our reveriué fiom customers servrced through distfibutors. Qur dlstrlbutors
place our products with“bur customers ‘and often mamtam the pnmary relattonshrp with the bingo halls Generally,
we or our d1strrbutors enter into one- to thiee-year agreements with customers for the use of our systems and
terminals. We rely on ot distribufors exclusrvely in the states'in which ‘the Iaw requrres us 10 plate our systems and
terminals through qualified distributors. The loss of our relatronshlp with dne or more-of our distributors’ may
require us to develop our mtema] sales force or engage new drstrrbutors 10 placeﬁour systermns and terrmnals whrch
could be time consuming and expensive. The loss of oné or more of our significant distributors may have d ‘material
adverse effect on our busmess results of operatlons and financial condition.
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ot We depend ori Native Amerrcan Iawr in the 0pemrmn of a pomon of our business."
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. Our terininals are operated in many bmgo halls located on Natwle Amencan reservattons m the United States.

‘State and federal laws govemmg the businéss ¢ or, other conduct of pnvate cmzens generally do not apply on Native
,American’ lands We 1 may have limited recourse if a any Native Amerlcan trtbe operatmg a parttcular bingo hall selzed
'the' terminals or barred entry Gtito the reservation in the event of a contract or other dispute. Howevér, any selzure of
our terminals is likely to result in a capital loss and loss of revenue to our company and could, were it to occur'oh a
large scale, have a material adverse effect on our busmess capital resources results of operations, and financial
“¢ondition. ’ o
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If our games were elassrf Ted as Class 111 games under the Indmn Gammg Regularory Act we may not be able

to obtain the necessary appravals ta aperate our buuners, or we may have fo modgfj: our systems to be class:f ed
“as Class I games . AR E P

'
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" Our operatrons in Native American gammg halls, which generated approxrmately ‘19% of our revénue durmg
fiscal 2006, are’ subject’ to Native American and federal regulation. under IGRA; which &stablished the Natiofal
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Indian Gaming Commission, ot NIGC. The NIGC has the authority to adopt rules and regulations to enforce certain
aspects of IGRA and to protect Native American interests. Under IGRA,.electronic bingo devices similar to ours
have previously been determined by the NIGC to be Class Il products that are subject solely to-Native American
regulation as approved by the NIGC. We believe our electronic bingo systems meet all of the. requirements of a
Class 11 game. We cannot provide assurance that the NIGC will not enact future regulations or reinterpret existing
regulations in such a manner so as to limit the authority of tribes to self-regulate Class Il gaming or to change the
definition of Class Il gaming in such a manner that our electronic bingo systems are classified as a Class 111 game
under [GRA. If classified as Class 11l games, our clectronic bingo systems could become subject to federal and state
regulation through the Johnson Act and through tribal-state compacts required for Class I1l games played on Native
‘American lands. In that event, or in the event other federal laws are enacted or interpreted differently that would
subject our operations.on Native. American lands to state regulation, we may.not be able to medify our electronic
bingo systems to be classified as Class Il games, or we may not obtain the necessary state approval-and licenses to
continue our operations in Native American gaming halls. Any such event could have a material adverse effect on
our business, results of operations, and financial condition. Any modifications of our electronic bingo systems
would also have the additional risk that such modifications would not.appeal to customers or be acceptable to the
Native American tribes. : :

Nevada Regulation. : - S !

In October 2006, we were successful in obtaining registration with the Commission as a publicly -traded
corporation and were:licensed as (i) a manufacturer and distributor of gaming devices, (ii) an operator of a mobile
gaming system, and (i) an operator of an inter-casino linked system.«Additionally, the Commission found us
suitable to manufacture and distribute certain equipment-used in. casino gaming operations which the Commission
refers to as “associated equipment” and found various of our officers and directors suitable to hold such positions:in
the company. The foregoing licenses, findings:of suitability, and related approvals were limited by the Commission
to expire in two years, unless otherwise renewed by the Commission. The licenses also require an annual calendar
year renewal fee and assuch were renewed on January 1, 2007 for one year. Under Nevada gaming law all directors,
officers and 5% or greater shareholders of companies seeking registration and licensing by the Commission are
required to file a licensing application and receive a finding of suitability at the discretion of the Commission on the
recommendation of the Gaming Board. All of our directors and officers and 5% shareholders were found suitable
and we have applied for such finding of suitability for .our new Chief Financial Officer, but there can be no
assurance that she will be found suitable, Our equipment is subject to evaluation and approval by the state of Nevada
-prior .to product placement or installation. Each of our products that are in distribution in Nevada have been
submitted to and approved by the state of Nevada. If we are ever denied a renewal of the aforementioned Nevada
licenses, we may not be able to place our electronic bingo systems with Nevada customers and, depending upon the
reason for the denial, may be.required to relocate our operations outside the state, which may have a material
adverse effect or our business, results of operations, and financial condition. We rely on the Texas market for a
significant portion of our revenue. )

The concentration of our revenué in the Texas market, which generated approximately 17% of fiscal 2006
revenue, potentially heightens the exposure of regulatory changes or miarket changes that may prevent or impede us
from doing business in that state. Furthermore, the loss of or inability of our company to find suitable distributors in
Texas, where state law requires electronic bingo devices and systems to be ‘placed through qualified distributors,
could cause a material adverse effect on our business, results of operations, and financial condition.

The electronic bingo industry is extremely competitive,

The electronic bingo industry is characterized-by intense competition based on, among other things; the ability
to enhance the operations of and to generate incremental sales for bingo operators through product appeal to players,
ease of use, case of serviceability, customer support and' training, -distribution, name recognition,-and price.
JIncreased competition may result in price reductions, reduced operating margins, conversion of terminals from lease
to sale, and loss of market share, any of which could materially and adversely affect our business, operating results,
and financial condition. Additionally, many of our competitors do not face the same level of public company. costs
and administrative costs that we face. Furthermore, existing and new competitors may expand their operations in Qur




existing or ‘potential new markets; In addition, we compete with other similar forms of entertainment, including
casino gaming and lotteries. In'Native American casinos, competition for space on thé casino and bingo room floor
is*very intense."All forms of gaming compete for square footage at Native American casinos. We can make' no
assurances that Native American casinos currently. ieasmg our equipment will not 51gn1ﬁcantly limit the p]ay of
bingo or ellmmate it cntlrely . C
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Invesmrs may not be able to exercise control’ over our company al a result of principal stockholders
Lownership. . . ! Tt C , _ Y

. . 1 o ) . v
» The current ‘executive officers and directors of our company beneficially own approximately 29.1% of our
‘outstanding common stock. As a result, the executive officers-and directors of our company can significantly
‘influence the management and affairs of our'company and all matters requiring stockholder approval, including the
election of directors and approval of significant corporate transactions. This concentration of ownership could have
the effect of delaying or preventing a change in cornitrol of our company, even when such changé of coatrol is in the
best interests of stockholders. This cimcentration’of ownership also might adversely affect the market price of the

common steck and the voting and other rights of our company’s other stockholders.
We must be able to attract and retain skilfed employees.

Our operations depend. to & greatiextent on our ability to retain existing and attract new key personnel.
Competition is intense for skilled marketing-and product research and development employees in particular. We
may not be successful in attracting and retaining such’personnel, and we may incur increased costs in order to attract
and retain personnel. Although we believe we.can locate replacement personnel, the loss of key personnel, were we
‘unable to hire suitable replacements, or our failure to attract additional qualified employees, could-have a material
adverse effect on-our business, results of operations, and ﬁnancial condition. Cot b

V. . . . .k
.

'Acqmsmons could dwerr management’s time and attention, dilute the votmg power of existing stockholders,
" and have a material adverse effect on our business. - ‘ v Coa

« As part of our growth strategy, we may acquiré complementary businesses and assets: Acquisitions that we may
make in the future could result in the diversion of time and personnel from our business, We also may issue shares
of common stock or other securities in connection with acquisitions, which could result in the dilution of the voting
power of existing stockholders and could dilute earnings per share. Any acquisitions would be accompanied by other

L

.rlsks commonly encountered in such transactions, including the following: H ‘ : .

diﬁ' cu]ties integrating the products, operations and personnel of acquired companies;

- the additional financial resources reqmred to fund the operations of acquired compames,
the potential disruption of our business;

our ability to maxxmlze our financial and strategic position by the incorporation of acquired technology or
businesses with our product offermgs . ,
the dlfﬁculty of maintaining uniform standards, controls, procedurcs and pohcnes
the potential loss of'’key employees of acqu1red companies; \
the impairment of employee and customer relationships as a result of changes in management;
significant expenditures to consummate acquisitions; and
difficulties in meeting applicable regulatory requirements, including dbtaining necessary licenses: «

1

© 'As a part of our acquisition strategy, we may engage in discussions with various businesses regarding their
potential acquisition, In connection with these discussions, we may exchange confidential operational and financial
information-with each potential acquired businéss and each of us may-conduct due diligence inquiries and consider
the striictire, terms, and ‘conditions of the potentidl acquisition. In certain cases, the parties may agree not to discuss
a potential acquisition with any other party for a specific period of time, may grant us certain rights in the event the
acquisition is not completed, and may agree to take other actions designed to enhance the possibility of the
acquisition. Potential acquisition discussions may take place over a long period of time, may involve difficult
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business integration and other issues, and may require solutions for numerous family relationships, management
succession, and related matters. As a result of these and other factors, potential acquisitions that from time to time
appear likely to occur may not result in binding legal agreements and may not be consummated. Our acquisition
agreements ‘may contain.purchase price: adjustments, rights of setoff, .and other remedies'in the :event that.certain
unforeseen liabilities or issues arise.in connection with an acquisition. These remedies, however, may not be
sufficient to compensate us in the event that.any unforeseen liabilities or other issues arise.  + ...~ .
ety EETE . .t
Our failure to manage eﬂ'ectrvely our growth could impair our business.
. e T v - L '

. Our growth plans may require full use of' our current financial, managerlal and other resources as well as
substantlal expansion of those resources. In order to manage effectively any significant future growth we may have
to perform various tasks, including the following: : . - :

. ! " ._"."’: ) - -t 1 i - : l" ' ]

L expand our- facilities and equrpment and’ further enhance our operatlonal ‘financial, -and managenient

© systems; . e . ‘ - .
design, develop, produce, and receive f)roducts from third-party suppliers on a timely basis;
develop new and mamtam existing distribution channels in order to maximize revenue and profit margms

H

effectlvely manage regulatory risks in various _]unSdlCllOﬂS
. successfully, hire, train, retain, and motivate additional employees; and

integrate successfully the operatlons of any acqurred businesses with our operatrons v

. ‘ [

.We plan to expand wrthm our exrstmg markets and into forelgn and domestlc bmgo markets in which we have
no previous operating experience. We may not be able to maintain proﬁtabllrty or manage successfully. ,lhe
aggressive expansion of our existing and planned business. Qur failure to manage growth effectively could have a
material, adverse effect on our business, results of operatrons and fi nancial condition,

+ -
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Sales of addr'rianal shares of common smck, or the potenlial for such sales, co_ulc( have a depressive effect on
the market price of our common stock,

: \ . PRI S . "y L T N

As of January 16, 2007, we had ouistanding 12,516,222 sha\res of common stock. Approximately 9.5 million of
such shares are eligible for resale in the public market without restriction or further registration. The remaining
approximately 3.0 million shares of common stock outstanding are held, by affiliates of our company and may be
sotd without regrstratron only, in compliance with the volume and other Irmltatlons of Rule 144, Sales of substantial
.amounts of common stock by stockholders in the public market, or even the potential for such sales, are hkeiy to
adversely affect the market price of the common stock and could impair our ability to raise capital by selling equity
securities. Moreover, the shares of common stock lssuable upon.exercise of outstandmg options will be freely
tradable without restriction unless acquired by afﬁllates of our company. The issuance of such freely tradable shares
will result in additional outstandmg shares of common stock and will create additional potential for sales .of
additional shares of common stock in the public market. -, P
i Lo e ' v . : H
.. We have Ir'mr'tfd protection of our intellectual property. | ., —
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i We regard our products as, proprietary and rely primarily on a combination of patent law,,copyrights,
trademarks, trade secret laws, licensing agreements, and employee and third-party non-disclosure agreements to
protect our proprietary rights. Defense of intellectual property rights can be difficult and costly, and we may not be
able to protect our technology from misappropriation by competitors or others. In addition, the protections offered
by trademark, copyright, and trade _secret laws may not prevent a competitor from designing electronic bingo
systems having appearance and functionality that closely resemble our systems. : LI :

(Y

As the number of electromc bingo terminals in the industry mcreases and the functlonalny of these products
further overlaps, we may become subject to lnfrmgement claims, with or without merit. Intellectual property-related
clarms or litigation can be costly and can result in a significant diversion of management’s attention. Any settlement
of such claims or adverse determinations in such litigation could also have a material adverse impact on our
business, results of operations, and financial condition.
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Our Stockhalders R:ghtc Plan may adversely affect extstmg stockholders‘. ' IR

Our Stockholders’ nghls Plan may have the effect of delemng, delaymg, or preventing a change in control that
might otherwise be in the best interests of our stockholders, Under the -Rights Plan, we issued a dividend of one
Preferred Share Purchase Right for each share of our common stock held by stockholders of record as of the close of
business on March 17, 2003. :

In general, subject to certain limited exceptions, the stock purchase rights become exercisable when a person or
group acquires 15% or more of our common stock or a tender offer or exchange offer for 15% or-more of our
common stock is announced. or commenced. After any such event, our other stockholders may purchase additional
shates of our common stock at 50% of the then-current market price. The rights will cause substantial dilution to a
person or group that attempts to acquire us on terms not approved by our board of directors. The rights may be
redeemed by us at $0.01 per stock purchase right at any time before any person or group acquires 15%-or more of
our outstanding common stock. The rights should not interfere with any merger or other business combination
approved by our board of directors. The rights expire on March 17, 2013.

Our operating results could differ materially from the Sorward-looking statements included in ﬂ;g's report.

Some of the statements and information contained in’ this report concerning future, proposed, and anticipated
activities of our company, anticipated trends with respect 1o ‘our revenue, operating results capital resources, and
liquidity or with respect to the markets in which we compete or the bingo industry in general, and statements
regarding our future expectation with respect'to our pending acquisition of Summit, and other statements-contained
in this report regarding matters that are not historical facts are forward-looking statements, as that term is defined in
the securities laws. Forward-looking statements, by their very nature, includé risks and uncertainties, many of which
are beyond our control. Accordingly, actual results may differ, perhaps materially, from those expressed in or
implied by such forward-looking statements. Factors that could cause actual results to differ matenally include those
discussed elsewhere under this Item 1A, “Risk Factors.” - -

.

We depend on our controls to prevent and detect misstatements on q timely basis.
* " Our financial disclosure controls and procedures are designed to provide reasonable ‘assurances of achieving
their objectives, An internal control defi¢iency exists when the design or operation of a control does not allow
management or employees, in thé normal course of performing their assigned functions, té' prevent or detect
misstatements on a timely basis. In preparing our tax provision for'fis¢al 2005, we idéntified certain adjustments to
our tax liability accounts and related tax provision. We concluded that this was a significant deficiency constituting
a material weakness in that there is more than a remote likelihood that a misstatement could have -occurred and
would not have been preventéd or detected by our intémal controls on a timely basis. Remediation éfforts, including
engaging an independent public accounting firm to assist-us, increasing'our skill lével in the area, and other steps
have been implemented and we are in the process of correcting the deficiencies. During fiscal 2006, ouf internal
controls over preparing the tax provision have improved but a 51gn1ﬁcant deficiency still exists. We are continuing
to improve our knowledge and skill level in the area, and other steps are being implemented in this process to correct
the deficiency. Although we have not noted any other deficiencies, we cannot give assurances that no other
deficiency exists or may occur which might, in the future; prevent or detect misstatements on a timely basis. Failure
to achieve and maintain effective internal controls over financial reporting'in accordance with Sectlon 404 of the
Sarbanes-Oxley Act could have a material adverse effect on our business and stock price. '

Pursuant to Section 404 of the Sarbanes-Oxley Act of 2002} bcginning with our’ Annual Report on Form 10-K
for the fiscal year ending October 31, 2008, we will be required to furnish a report by our management on our
internal control over financial reporting and we will be required to provide our independent registered public
accounting firm attestation report with respect to our internal controls over financial reporting beginning with our
Annual Report on Form 10-K for the fiscal year ending October 31, 2009. We were not subject to these
requirements for the fiscal year ended QOctober 31, 2006, Management’s internal control report must contain (i) a
statement of management’s responsibility for establishing and maintaining adequate internal control over financial




‘reporting, (ii) a statemerit identifying the framéwork used by management to conduct the required-evaluation of.the
-effectiveness of our internal control over financialireporting, (iii) management’s assessment of the effectiveness of
.our internal control over financial reporting as of the end of our.most recent:fiscal year, including a statement as to
-whether or not internal contro! over financial reporting is effective..In order to achieve compliance with Section 404
within -the' prescribed period, we are engagéd in-a process to- document and evaluate our internal control over
financial reporting, which' is both costly and.challenging. In this regard, we have dedicated internal resources and
adopted a detailed work plan to (i) assess and document the adequacy of internal control over financial reporting, (ii)
‘take steps to improve control processes where appropriate, (iii) validate through testing thatcontrols are.functioning
as documented, and (iv) implement a continuous reporting and improvement process.for internal control over
financial reporting. Despite our efforts, we can provide no assurance as to our, or our.independent registered public
accounting firm’s conclusions with respect to the effectiveness of our internal control over financial reporting under
Section 404 at the times required. There is a risk that neither we nor our independent registered public accounting
firm will be able to conclude that our internal controls over financial reporting are effective-as required by Section
404 at.the required dates. This may result inran‘adverse reaction in the financial markets-due'to a loss of confidence

in the reliability of‘ our'financial statements.. © -~ - . B AT A e
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. Qur corporate headquarters are located in.Reno, Nevada, in a 41 OOOlsquare foot leased famlity; under.a lease
that expires in November 2010. We also operate two regional facilities: an 8,080 square-foot-site in Broadviéw
Heights, Ohio, and a 4,115 square-foot site in Southlake, Texas, The Ohio lease expires in November 2007 and the
Texas leasé'expires in- September 2007. We lease several 'other facilities, none of which are materiat to our
operations We believe that our facilities will be adequate for our needs for the foreseeable future. - . .. (LT
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On'March 22,2001, we filed GameTech lntematlonal Inc V. Trend Gammg Systems LLC CIV 01-0540 PHX
LOA, a claimrin the Usiited States District Court for the District of Arizona, seeking a declaratery judgment that.we
are not in material breach .of our November I;. 1999 Distribution. Agreement with,Trend Gaming Systems, LLC
(“Trend?), and seeking damages for past due.payments and wrongfu! withholdings by Trend. Trend counterclaimed,
-alleging that its payments'were in compliance with its'contractual obligations. Trend also contended that we were in
breach of certain of our contractual obligations to Trend, including that we. had wrongfully. terminated Trend. On
December 16, 2002, the court entered at our request an order enjoining Trend from using approximately $540,000.in
funds it-had collected on our behalf, pending.a trial on our. ownership interest in.those funds. The money was placed
in two bank accounts/constructive trusts, subject .to the court’s .control. The sums in-those accounts now.total
approximately $600,000. In addition, collections of accounts receivable by Trend, if any, are also being placed in
that dccount, pending the resolution of the case. We have posted a $450,000 deposit with the court as a bond, which
is presented.as restricted cash on our condensed consolidated-balance sheets. The accounts receivable from Trend
were fully reserved as of October 31, 2006. Trial in this matter commenced October 4, 2004. On November 1, 2004,
the jury returned a verdict in favor of Trend against us in the amount of $3.5 million in compensatory damages. The
jury also awarded us $735,000 in compensatory damages againstiTrend for funds Trend collected on our behalf but
failed to remit to us. The court denied all of our post-trial motions, except that it maintained the injunction imposing
a constructive trust, pending resolution of the issues on appeal. The court setoff the jury awards and entered an
amended judgment for Trend on May 12, 2003, in the amount of $2.8 million, plus interest on that sum at the rate of
3.31% per annum beginning March 30, 2005, We appealed to the United States Court of Appeals for the Ninth
Circuit on April 8, 2005. We posted a supersedeas bond on April 8, 2005 in the court-appointed amount of $3.4
mitlion, which bond stays any action by Trend to collect on the judgment, pending appeal. Trend initially sought an
award of $810,000 in legal fees and $26,000 in expenses and costs. In an amended request, Trend sought an award
of $1.4 million in legal fees and $61,000 in expenses and costs. The court awarded Trend $909,000 in legal fees,
expenses and costs plus interest of 3.77% per annum beginning August 5, 2005. We appealed the fee award to the




United States Court of Appeals for the Ninth Circuit on August 5, 2005. We posted an additional supersedeas bond
with the court on August 18, 2005 in the amount of $1.1 million,.thereby staying any action by Trend to collect the
fees, pending appeal. Any cash used in the collateralization of the bonds is accounted-for as restricted short-term
investments on our consolidated balance sheets. We cannot provide assurance that we will succeed in setting the
judgments aside on appeal. Currently, the court has not set a hearing date for the appeal. For the year ended October
31, 2004, we recorded an estimated loss contingency in the Trend litigation of $3.6 million, which was estimated
based on the amounts of the judgient described above. We recorded an additional loss contingency of $72,000 in
the third quarter of fiscal 2005 to account for the increased total award to Trend for legal fees and expenses and
costs of $909,000. In addition, loss contingencies of $133,000 and $65,000 were recorded in the fiscal years ended
October 31, 2006 and 2005, respectively, to account for interest accrued on the Trend judgment. We feel the amount
recorded is appropriate as of October 31, 2006.

On October 30, 2002 Capital Gaming Supphes (*“Capital™) filed Capnal (Gaming Supphes Inc. v. GameTech
International, Inc. Civil Action No. 3:02 CV1636WS in the United States District Court for the Southern District of
Mississippi, seeking a judgment that we tortiously interfered with alleged existing and prospective customer
accounts. We denied the allegations and filed a counter-claim seeking a judgment that Capital tortiously interfered
with our customer accounts. On April 18, 2003, Capital filed an amended complaint, adding other claims against us
and other defendants, including a claim for malicious breach of contract against International Gaming Systems, Inc.
(“1GS™) and its principals. In November 2002, we acquired certain assets of [GS and assumed certain claims filed by
Capital against 1GS and its principals. Capital sought compensatory and punitive damages from all defendants, On
September 30, 2004, the district court entered a summary judgment in favor of all defendants dismissing all of
Capital’s claims with prejudice. Capital appealed the judgment to the United States Court of Appeals for the Fifth
Circuit, which heard oral argument on the ‘matter on December 5, 2005. On February 8, 2006, the appellate court
affirmed the judgment by the district court. .

On March 2, 2004, the jury rendered a verdict in our favor awarding compensatory and punitive damages
against Trend Gaming, LLC, a Kentucky LLC {“Trend Gaming™) (involving a prior distribution agreement in
Virginia) in the total amount of approximately $1.5 million. The jury also returned a verdict against Steven W. and
Rhonda Hieronymus awarding compensatory and punitive damages of $1.0 million. - The court reduced
compensatory damages against Trend Gaming to $1.1 million. The court affirmed $150,000 in punitive damages
against Trend Gaming and awarded us fees and costs of suit against Trend Gaming in the amount of $650,000.
Compensatory damages against Mr. and Mrs. Hieronymus have been reduced to $762,000 but the punitive damage
award against them in the amount of $150,000 remains unchanged. Of the total compensatory damages of $1.1
million awarded to us, $762,000 represents compensation for lost profits. We can only collect such damages from
one of the defendants to avoid a double recovery. Defendants have appealed the judgment against them. The
-Appellate Court heard oral argument on defendant’s appeal on October. 17, 2006. We are awaiting a decision in this
matter. Defendants did not post a supersedeas bond, and we are therefore not precluded from pursuing collection on
the judgment during the appeal. We have not recorded an estimated gain contingency, as we can give no assurances
whether we will be able to collect any award from the defendants. - |

We are involved in various other legal proceedings arising in the ordinary course of our business. We do not
believe that any of those proceedings will have a material adverse effect on our business, results of operations, and
financial condition.

Item 4. Submission of Matters to a Vote of Security Holders - ot

None

20




PARTII

Item 5 " Market Sfor Reg:stmnt S Common Eqmty, Related Stockholder Matters, and Issuer Purchases of Equity
' Secunrres .
~ QOur common stock is listed on the NASDAQ Global Market under the symbol “GMTC.” The following.tab'le
sets forth high and low sales prices of our commeon stock for the period indicated as reported on the NASDAQ
Global Market during each quartef from November 1, 2004:,

5 _ " High Low
Year Ended October 31,2005 L
i Flrst Quarter o . . 3 $ . 515 3 3. 46
) Second Quarter o L o $ 451 § 238
" Third Quarter . __ A o 3 .33 8 220
Fourth Quarter’ =~ =~ ° o o o S _ 400 S . 2.60

Vear Ended October 31 2006 '_

_First Quarter o S . .. .8 . _s00_s 3 18

VSecggi_ngrtf_:r L L S 759 S T 376
_Third Quarter _ - ,L-;‘-. o 8 980 § - 668

. “Fourth Quarter R i S 1125 § 6.84

.Year Ended October 31,2007 _ - ) 3

_ First. Quarter (through January ]6 2067) o ] o $ 12.90 $ 9.10

On January 16, 2007, the last reported sales price of our common stock was $10. 80 jper share. On January 16,
2007 there were: 159 record holders of our common stock :

- s T v -

Dmdend Policy . .o

f Y

. Durmg Decembef 2003, we announced the .initiation of an ongoing quarterly dividend after our Board of
Directors reviewed current business conditions and future prospects. We declared ongoing quarterly dividends of
approximately $0.03 per share per quarter. In December 2004, our Board determined that payment of a quarterly
dividend was inconsistent with the growth objectives of our company and-ended the quarterly dividend policy
effective January 10, 2005. Any payment of future dividends will be at the discretion of our Board of Directors and
will depend upon, among other factors, our earnings, financial condition, capital requirements, level of indebtedness,
contractual restrictions with respect to the payment of dividends, and other considerations that our Board of
Directors deems relevant.

1
. o

Item 6.° Selected Financial Data : e

The selected consolidated statement of operations' data for the fiscal year. ended October 31, 2006 and 2005 and
the selected consolidated balance sheet data set forth below as of October 31, 2006 and 2005, have been derived
from our consolidated financial statements, which have.been audited by Grant Thornton LLP, independent
registered public accounting firm, included elsewhere herein. The selected consolidated statements of operations
data for the fiscal years ended October 31, 2004 have been derived from our consolidated financial statements,
which have been audited by Ernst & Young.LLP, independent registered public accounting firm, included elsewhere
herein. The selected consolidated statemment of operations data for the years ended October 31, 2003 and 2002 and
the selected consolidated balance sheet data set forth below at October 31, 2004, 2003 and 2002 have been derived

from our audited consolidated financial statements not included herein. The selected financial data set forth below
should be read in conjunction with the Financia! Statements and Notes thereto and with “Management’s Discussion
and Analysis of Financial Condition and Results of Operations,” appearing elsewhere in this report. . +.

. : vt Lo . . R
- M . L » . . P L
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Years Ended October 31,
- w2006 ¢ 2005 ' 20040 7 2003 2002
(In thousands, except per share amiiilnts)

Statements of Operations,Data:

Net revenue e $” 49,285 3" 49,651 7751490 S 7 52,329 s T 43,861
Cost of revenue ) o 19,925 20, 304 24027 21,775 i 18 982
Gross profit ) . 29360 29,347 27,463 30,554 29 819
Operating expenses: . 7 S 7 ' L
General and administrative - _ o830 11,406 11,154 ]1426 9,535 |
~ Sales and marketing o 1041 11,952 12,56t 123230 13 245"
_Research and development o 2,885 - 4,058 5179 4, 692 -2 671
Loss contingencies o _ o133 137 3628 _ =
[mpairment of goodwill o — — 6,625 —
Total operating expenses ) 22,362 27,553 . 39,147 28441 ' 25451
Income (loss) from operations _ ‘ ) 6,998 1,794 (11,684) 2113 7 4428 \
Interest and other income (expense), net 346 16 38 3] )
tncome (loss) before income taxes o 7,344 1,870 (11,626) 2,116 o 4421
Provision for (benefit from) income taxes ‘ 2,961 534 (1,720) 925 ,. - 1,688
. Net income (loss) . 0% 4383 8 1,336 $ (9.906)%. 1,191-8 . 2,733
Diluted net income (loss) per share _ 5 034 % 0.1 § (0.84)§: - 0.10.83. 023
Shares used in the calculation of diluted net 1
income (loss) per share = _ ¢ . 12,757 11,960 - 11,775 11,818 #711,945
Cash dividends per common share $ 0.00°§ - 003§ ~--02I'%'' 0.00-%  0.00
As of October 31, P
2006 . 2005 . 2004 ... 2003 ., 2002
c : E . (In thousands, except per share amounts) . - -~ .7,
Balance Sheet Data: . - ,... ~ T . T , e O At
Cash, cash equivalents and short term L . ; :
investments - . : 8 128193 6833 %8 8706 5 11,952 $+ 92?8'
Restricted short-term investments .. . - 4515 - 4,581 T iy
‘Working capital o : 15412 10,824 5,209 - 14,806 16 562 F,
Total assets i o 59,214 51,130 51,679 60,175 o 58,101
Total debt R - — — . 275 13
* Total stockholders’ equity 49,834 41,889 40,670-.. 52,621 - 50 490

Item 7. Management’s Discussion and Analysis of F. inancial Condition and Results of Operations S
The foll'owmg drscusszon should be read in conjunction with our.consolidated fi nancaal statements and notes
thereto included elsewhere in this report. The.following discussion contains certain forward-looking stateients that
involve risks and uncertainties. Our-actual results could differ materially’ from the results anticipated in these
Jorward-looking statements as a result of the factors set forth in th:s report, including those set forth. under Ttemi ] A;
“Risk Factors.” ‘ L : . ' PR S
Overview . e A v G o S

. . e o i . R i ‘ P ' Il

We design, develop, and market interactive electronic player'terminals and bingo systems. We currently market
portable systems that can be played anywhere within a bingo hall and fixed-base systems with touchscreen-activated
monitors, For our three most recent fiscal years ended October 31, 2006, 2005, and 2004, our portable terminals
generated approximately 80%, 77%, and 74% of our revenue, respectively, while, during those same years, our
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fixed-base terminals generated the balance of our revenue. As of October 31, 2006, we had systems in service.in 40
states and in seven non-domestic countries. '

We generate revenue by placing electronic bingo systems in bingo halls under contracts based on (1) a fixed fee
per use per session; (2) a fixed weekly fee per-terminal; or (3)a percentage of the revenue generated by each
terminal. Revenue growth is affected by player acceptance of electronic bingo as an addition or an alternative to
paper. bingo, and.our ability to’expand operations into new' markets and our ability to increase our market share.
Fixed-base bingo terminals generate greater revenue per.terminal than portable bingo terminals, but also requlre a
greater initial capital investment. - " .

" We typically install our electronic bingo systems at no charge to our customers, and we capitalize the costs. For
fiscal year 2006 and fiscal year 2005, costs of $116,000 and $185,000 were capitalized respectively, and are
amortized o¥er-the expected term of the ¢ontract. We record depreciation of bingo equipment-over either a three- or
five-year estimated useful life using the straight-line method of depreciation.’ -

Ourrexpenses consist primarily oft (a) cost of revenue, ‘consisting of expenses associated with technical and
operational support of the bingo systems within bingo- halls, depreciation. and amortization of bingo terminals,
repair, refurbishment, and disposals of bingo terminals and related support equipment, and excess or obsolescence
allowance; (b) general and administrative, consisting of activities associated with management of our company and
related support, which-includes finance and accounting, legal, compliance, information systems; human resources,
and accounts receivable reserve; (c) sales and marketing, consisting primarily of commissions paid to distributors
for promoting and supporting our products and an internal sales force with a focus upon generating new customers
and upgrades for existing customers; and (d) research and development; consisting of company-sponsored research
and development activities to provide players with new or enhanced products on which to play electronic bingo.

‘ '
. o H '
' L ., . . .

Fiscal 2006 Highlights Lo

'Durmg fiscal 2006 proﬁtabrhty srgmﬁcantly increased as a result of various factors, mcludmg the followmg

! -t

o .
e a3 52 l million reduction in outside legal expenses as 4 result of the resolution of certain matters and the

timing of matters under-appeal; : L ’

® a $1.2 million reductmn in research and development expenses as a result of reductlons in perscnnel and
employee related costs; - .

® reduction in sales and marl(eti‘ng' of $911,000 primarily due to reductions in employee related costs and
severance charges we incurred in fiscal year 2003,

T

s

During fiscal 2006, our capital expenditures increased approximately 55%, or $4.1 million to $11.5 million,
from $7.4 million during fiscal 2003, primarily related to the purchase of our Traveler terminals, brngo systems and
related support equipment.

Transéctions Resulting in St_ocl_( Conlpensa'tiun‘Expense

In December 2004, the vestmg period for 20,000 employee stock options to purchase shares of our common
stock was accelerated and became fully vested As a result ‘of this stock option modifi cation, we recorded
compensauon expense of $29,000 for the quarter ended January 31, 2005, The stock compensatlon expense was
calculated using the intrinsic value method which compares the common stock option exercise price to the fair
market value of the underlymg comrmon stock on the date -of 'modification.” The stock compensation expense is
recorded in the general and adrnmrstratrve section of the accompanymg consolidated statement of operanons -

In January 2005, the term for 67,500 options of a former employee to purchase shares of our common stock was
extended for an additional six months and vesting was accelerated as the result of an executed consulting agreement.
As a result of this six-month consulting agreement to assist us in various legal matters and resulting stock option
modification, we recorded compensation expense of $64,000 for the quarter ended January 31, 2005, The stock
options are subject to measurement under Financial Accounting Standards 123 (FAS 123) and Emerging Issues Task
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‘Force Issue-No..96-18 (EITF 96-18)..FAS 123 set forth the requirements withi respect to accounting for transactions
involving a company’s stock that is issued in exchange for goods or-services. According to FAS 123, these
transactions should be measured at the fair value of the equity issued. In accordance with EITF 96-18, compensation
expense is-measured based on the fair value of the option at the date the performance commitment is reached. We
‘have determined.that the performance commitment was reached upon the effective daté of the consulting agreement
that bccurred January. 2, 2005. The fair value of the stock options was measured at that date based on the Black-
Scholes modet using a FAS.123-approach. Per EITFE 96-18, a recognized expense should not be reversed even if the
option-expires unexercised. The stock: compensation expense. is-recorded. in sales. and marketing- expense in the
consolidated statement of operations. P L SRR S

On, August 31, 2005 our Board of Directors: approved the acceleration of the vesting of 'all unvésted stock
options awarded ynder our 1997 Incentive Stock Plan. As a result of this.action, options to purchase approximately
367,000 shares of common stock becaine exercisable as of that date. Of these options, approximately. 267,000 werc
out-of-the-money at the time of the. accelerated vesting...Thé' remaining 100,000 -options - resulted -in sto¢k
compensation expense of $10,000. The stock compensation expense was calculated using the intrinsic value method,
'which-compares the.common stock option exercise price«to'the fair market value of the underlying common stock on
the date of modification. This stock:compensation;expense.is recorded in-general and adniinistrative.expense in the
consolidated statement.of operations. All other:terms .and-'conditions applicable to such- options, including . the
exercisey prices, remain unchanged. The decision ;toitaccelerate ;vesting of these ;options..was made. to, avoid
recognizing the related compénsation expense in.the future consolidated financial statements upon our; -adoption’ of
SFAS No. 123(R) Share Based Payment begmmng in ﬁscal 2006. ST e .
T P A D T T L A R SR
Crltlcal Accountmg Policies and: Estlmates T U

P L A S IR R P LERNRNE

Management’s Discussion and AnalyS|s of Financial Condition and Results of Operations dlscusses our
consolidated financial statements, which have been prepared in accordance with U.8. generally accepted accounting
principles. The preparation of these financial statements requires us to make estimates and assumptions that affect
the reported amounts of asséts and liabilities'and the disclosure of contingent assets‘and liabilities. at the balance
sheet date and reported amounts of revenue and expenses during the reporting period. On an ongoing basis, we
gvaluate our estimates and: judgments, including those related to.revenue recognition, bad.debts, :bingo terminal
depreciation, goodwill impairment, and contingencies and litigation. We base our, estimates and ,judgments on
historical experience and. on various other factors that are reasonable under the cucumstances the results of which
form the basis for makmg Judgments about the carrying values of assets and llabllmes that are.not readlly apparent
from cher sources. Actual results may, d1_ff_e_r f_rom these estlmates under‘dlfferel_).t assumptlons or ccndltlons .

o
We believe the following critical accounting policies affect olir more 51gn1ﬁcant Judgments and estimates used in the

preparatlon of our consolidated ﬁnancral statements S I PP -

vy T DR NY .) i R e R b T he

Revenue Recognition

Revenue is recognized for bingo terminals and bingo systems installed as a smgle element placed in bmgo halls
under contracts based on (1) a fixed fee per use per session; (2) a fixed weekly fee per termmal ‘or (3) a percentage
of the revenue generated by each termmal ‘Our revenue recognltlon is a key component of our results of gperations,
and determmes the tlmmg of cerfain expenses such as eummlssmns We ‘recognize revenue m accordance with
accountmg prmc1ples generally accepted in. the Umted States when all of the fo]lowmg factors exrst (a) evtdence of
an arrangement w1th the customer; (b) play or ava11ab111ty of the bmgo termmals (c) a fixed or determmable fee and
(d) CDllectlblllt}/ is reasonab]y assured We exerc1se judgment in assessmg the “credit worthmess of our customers
"and therefore .in our determmatlon of whether collectlblllty is reasonably assured Should ch}angesr in Condltlons
cause us 1o determme ihese ‘criferia are not met for future transactlons revenue recogmzed for” future repurtmg
Jperiods cquld be adversely a.t_“fected_ - ‘ T oo . g e

. .
Yy Mt 3 LT, BLTIPR VRN ST Ve P Y | toe i My
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Reserve for Bingo Terminal Obsolescence } : ‘

We provide reserves for excess or obsolete bingo terminals on hand that we do not expect to. be used. Our
reserves are based upon several factors, including our estimated forecast of bingo terminal demand for placement
into halls. Our estimates of future bingo terminal demand may prove to be inaccurate, in which case we may have
understated or overstated the provision required for excess and obsolete bingo terminals. Although we attempt to
assure the accuracy of our estimated forecasts, any significant unanticipated changes in demand or technological
developments could have a 51gmﬂcant impact on the value of our bingo terminals, and our reported operating results.

' , . ’ i !

SoftWare Development Capitalization .

We capitalize costs related to the development of certain software products that meet the criteria of Statement of
Financial Accounting Standards (“SFAS™) No. 86 - Accounting for the Costs of Computer Sofiware_to Be Sold,
Leased, or Otherwise Marketed . SFAS No. 86 provides for the capitalization of .computer software that is to be used
as an integral part of a product or process to be sold or leased, after technologlcal fea51b1hty has been establlshed for
the software and all research and development activities for the other components of the product or process have
been completed. We are capitalizing qualified costs of soﬂware developed for new products or for 51gn1ﬁeant
enhancements to existing products. We cease capitalizing costs when the product is available for general release to
our customers. We amortize the costs on a straight-line method over the’ estlmated economic life of the product
beginning when the product is available for general release.

The achievement of technological feasibility and the estimate of a products” economic life require
management’s judgment. Any changes in key assumptions, market condmons or other c1rcumstances could result in
an tmpalrment of the capitalized asset and a charge to our,operating results :

. Allowance for Doubtful Accounts . e
We estimate the possible losses resultmg fromJ non- payment of outstandmg accounts recewable We perform
ongoing evaluations of our customers and distributors for credlt worthmess economic trends, changes in our
customer payment terms, and historical collection experience when evaluatmg the adequacy of our allowance for
doubtful accounts, We also reserve a percentage of our accounts receivable based on aging category. In determmmg
these percentages, we review historical write-offs of our receivables, payment trends, and other available
information. While such estimates have been within our expectations and the prov:snons established, a change in
financial condition of specific customers or in overall trends experienced may result in future ad]ustments of our
estimates of recoverability of our receivables. o , . e

. : SISO . . AN .
Impairment of Goodwill and Intangible Assets - o ) e

~ We are required to perform'an annual goodwill 'itniaairment‘ review, and depending upon the results of that
measurement, the recorded goodwill may be written down and charged to income, from operatlons when its carrying
amount exceeds its estimated fair value. In addition, we assess the impairment of goodwill whenever ,events -or
changes in circumstances indicate that the carrying value may not be recoverable, such as a ssgmﬁcant adverse
change in legal factors or in the business climate, an adverse action or assessment by a Jregulator, _unanticipated
competition, or a loss of key personnel. The review for fi scal 2006 was completed as of July 31, 2006 (the valuation
date), and we determined there is no impairment of goodwﬂl as of that date. . o

We assess the 1mpa1rment of 1dent1f'1able intangible, assets whenever events or changes in, c1rcumstances indicate
that the carrying value may not be recoverable. Faetors we consider 1mportam that could tngger an 1mpa1rment
review inciude the following:

. LI ! L i -‘ ' N ) L v .
e asignificant change in the manner of our use of the acquired assets or the strategy for our overall business;

+

® asignificant decrease in the market price of an asset; - . o R

i . P )

25 : o




® a significant adverse change in legal factors or in the business climate lhat could affecl the va]ue of an
asset, including an adverse action or assessment by a regulator; : :

® a current period operating or cash flow loss combined with a history of operating or cash flow losses or a
-pro_]ectlon or forecast'that demonstrate’s reduced profi tablllty associated with the use of an asset; and ~

© & acurrent expectatlon that, more likely than not, an asset will be sold or otherwise d;sposed of Slgmﬁcant!y
 before the end of its prewously esnmated useful life.

All of these assessments require management judgmeni. Any changes in key assumptions about the business

and its prospects, or changes'in market conditions or other externalities, éould result in an impairment charge and

such a charge could have a material adverse effect on our consolidated results of operations and financial condition.

Share-based Compensation

"9 We account for share-based’ compensatzon in accordance with SFAS No, 123(R) - Accounting for Stock-Based
Compensation. Under the fair value recognition provisions, we estimate share-based compensation at the award
grant date and recogmze expense over the service period. Option valuation 'models require the input of highly
sub_]ectlve assumptioris, and changes in the assumptlons used can materially affect the fair value estimate. Judgment
is required in estimating stock volatility, forfeiture rates, expected dividends, and expected terms that options remain
outstandmg See Note 7 of our Consolldated Financial Statements for additional information regarding the adoption
of SFAS No."123(R). : v

Legal Contingencies

“We aré currently involved 'in'variots legal claims and legal proceedings. Periodically, we review the status of
each significant matter and assess our potential financial expdéure. If the potential loss from any claim or legal
proceeding is considered probable and the amount can be estimated, we accrue a liability for the estimated loss.
Significant judgment is required in both the determination of probability and the determination as to whether an
exposure can be reasonably estimated. Because of uncertainties related to these matters, accruals are based only on
the best information available at the time. As additional information becomes available, we reassess the potential
liability related to our pending claims and litigation and may revise our estimates. Such revisions in the estimates of
the potential habllmes could have a matenal lmpact on our consohdated results of operations and ﬁnancml

ciond\tmn ’ o -

oot . I8 . vt * . - [ L o ‘ . t
Internal Control Over Accounting for Taxes ' U s ‘ " !
ot (] . ' B : n )

We have identified a significant deficiency in our accounting for income taxes as described herein. In preparing
our tax provision for fiscal 2005, we identified certain adjustments to our tax liability accounts and related tax
provision. This significant deficiency constituted a material weakness in that there is more than a remote likelihood
that a misstatement could have occurred and would not be prevented or detected by our internal control on a timely
‘basis. Althéugh we have tmproved our control process related to the tax provision, a significant deficiency remams
-for fiscal 2006. All adjustmems fo correct this matter have been reﬂected in our consolidated financial statements as
of and for the’ ﬁscal years endmg October 31, 2005 and 2006

"We are contmumg to také corrective aCthI'l almed at the timely calculation of the provision for income
taxes. Our remediation éfforts have included engagmg ‘an mdependent publtc dccounting firm to assist in the tax
reconciliation and evaluation process, and we plan to Cortinue increasing’ the skill and experience level of senior
management. In addmon we are developing definitive procedures for the detailed documentation and
‘reconcﬂlattons support}ng thé income faxes payable, deferred incotne tax ‘and'tax provision balances and amounts,
including the appropriate review and approval of related journal entries.

Upon the complete implementation of the above measures, we will have significantly improved our previous
internal control and reduced to a lesser likelihood the possibility of a misstatement that would not be prevented or
detected. We have therefore concluded that appropriate steps have been taken or are in process, to mitigate the
above deficiency.
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Results of Operatmns M " i e, . .

., Ty - v - e . B ] H

-

The followmg table sets forth, for the periods indicated, certain consohdated statement of operatlons data.for
our company expressed as a percentage of revenue: . - © 0 S

P ] s

' Years Ended October 31,

2006 2005 2004
Statements of Operatzons Data I ST ' - o I W. ‘r,_..“ B
Netreveme |~ L. . 0T T nE T iones T 1008% T T00.0%
Costofrevenue ) o S 404 409 ) 467
BRI I L 2E kel AN L ——— ‘
Grossproﬁt I A SR 596 _59] L 533
.Operatmg EXPENSES: L L L e men b o S— bt ey e e
General and admlmstratrve B e v P, 1‘, Lo 168 . . 230 L 219,
Sales and markenng . N e e e e e szﬁ_,@ e 2,ﬁ1 NIRRT 244
" Research and development o . R 59 - 82 . 100
Loss contingency ) S . 03 02 70
. Impairmentof goodwill - oo e e e e e = 129
- Total operating expenses . .. 454 . . 555 760
Income (loss) from operations . o e w4207 w036 i 1(22 7)
Interest and other income, net _ ) 0.7 & 0.2_,-- g » 0.1
Income (loss) before provision for (beneﬁt from) income taxes ' 149 38 o, (226) .
Provision for (benefit from) income taxes " A (SRS ¥ DN ¢ )
Netjncome (loss} . _ . . .. _. N L 89% - . 27% i .. (193)%

Year Ended October 31, 2006 Compared witlr Year Ended Octdﬁer'jl 2005

Revenue. Revenue for ﬁscal 2006 decreased $362 000 or 0. 7%, to $49.3 mllllon compared to revenue of $49 7
million in fiscal 2005. The decrease in revenue for fiscal 2006 is a result of several factors mcludmg increased
regional competmon and pricing pressures, continued, mlgratlon of commercial accounts to more profitable, slot
machine style gaming over bingo, hali closures and “the elimination of certain unproﬁlable -accounts. These
unfavorable changes were offset in part by increased revenue in Michigan and other key states, increased expansion
in Canada and the Umted Kingdom, and the contmued popularlty and rollout of-our Traveler termmals :

Cos! of Revenue Cost of revenue, decreased $375 000 o, 1. 8%, to $19 g mrlhon for ﬁscal 2006. compared to
$20.3 mlllron for fiscal 2005. Cost of revenue as a percentage of revenue for ﬁscal 2006 was 40.4% compared to
40.9% for fiscal 2005 Key components of our cost of revenue include, among other 1lems expenses assocrated with
technical and operatlonal support of the bingo systems within bmgo halls, deprecratlon and amortrzatton of bmgo
terminals, repair, refurbishment, and disposals of bingo terminals and related support equlpment and excess or
obsolescence allowance. Bingo equipment depreciation and amortization of related intangibles for fiscal 2006
_deereased by approximately $771,000 below fiscal 2005, prnmarrly because our older terminals are becomlng fully
depreciated, which has offset the increased deprecrauon from more recent capnal expendllures on new termmats .

-.l

Genera! and Admrmstranve General and admmlstratlve expenses decreased 33, l mllhon or 27 2%, 10
58, 3 mllhon for fiscal 2006 compared to $11.4 mrillon for fiscal 2005. General and admmrstratlve costs, 'as a
percentage of revenue for fiscal 2006 were 16.8% compared to 23.0% for ﬁscal 2005 Outsrde ]egal expenses
decreased $2.1 million as a result of the resolution of certain matters and the trmmg of matters under appeal Fiscal
2005 .included elevated levels of legal expenses mcludmg those related to 1|t1ga110n with a former dlstrlbutor m
Texas, a patent mfrmgement lawsuit in Nevada, litigation with a former drstr:butor of IGS in Mrssrssrppl and olher
legal proceedmgs In addition, fiscal 2005 included legal expenses associated with a Nétice of Opportunity to Show
.Compliance in Texas. Additionally, fiscal 2005 expenses include a severance agreement, with our former CEO, a
settlement with the Texas Lottery Commission, and mcreased accountmg fees ‘due to increased complrance revrews
associated with the Sarbanes- Oxley Act of 2002.
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Sales and Marketing. Sales and marketing expenses decreased $911,000, or 7.6%, to $11.0 million for fiscal
2006 compared to $12.0 million for fiscal 2005. Sales and marketing costs as a percentage of revenue for fiscal 2006
were 22.4% compared. to- 24.1% for fiscal 2005. Sales and marketing includes distributor commissions and
personnel, travel, promotional, and support costs for our internal sales force. Distributor commissions decreased
$259,000 to $7.1 million or 14.5% of revenue for fiscal 2006 compared to 14.9% of revenue for fiscal 2005. Costs
reductions of $652,000 associated with our internal sales force are due primarily to severance costs in fiscal 2005.

Research and Development. Research and development expenses decreased $1.2 million, or 28.9% to
$2.9 million for fiscal 2006 compared to $4.1 million for fiscal 2005. Research and development costs as a
percentage of revenue for fiscal 2006 were 5.9% compared to 8.2% for fiscal 2005. The cost reductions were
accomplished with reductions in personnel and employee related costs, including employee severance costs.

During fiscal 2006 and fiscal 2005 we capitalized internally developed software costs of approximately $88;000
and $632,000, respectively, consisting of payroll related costs, from our research and development and software
quality assurance functions that meets technological feasibility and recoverability tests m accordance with FASB
Statement No. 86.

Loss Contingencies. Loss contingencies decreased $4,000, or 2.9% to $133,000 for fiscal year 2006 compared
to $137,000 for fiscal 2005. Loss contingencies for 2006 consisted of interest accrued on a legal judgment. Loss
contingencies for 2005 consisted of an additional award of $72,000 for legal fees and expenses and $65,000 for
interest accrued on a legal judgment.

Impairment of Goodwill. We recorded no expense for impairment of goodwill in 2006 and 2005.

Provigion for Income Taxes. Our effective income tax rate was approximately 40.3% and 28.5% for the fiscal
years ended October 31, 2006 and 2003, respectively. The change in effective tax rate reflects certain permanent
differences between financial accounting and tax accounting and the effect of state and federal income taxes and
nondeductible expenses on the pre-tax income. In addmon fiscal 20035 included a credit of $360,000 due to an
adjustment in income tax l1abllmes

Year Ended October 31, 2005 Compared with Year Ended October 31,2004

Revenue. Revenue for fiscal 2005 decreased 31.8 million, or 3.6%, to $49.7 million comparéd to revenue of
$51.5 million in fiscal 2004. The decrease in revenue for fiscal 2005 is a result of several factors including the
impact of the loss of certain customer accounts in the fourth quarter of 2004, unfavorable legislative changes in the
state of Oklahoma that allowed ‘more profitable slot machine style gaming over bingo, and decreased revenue in
certain states. These unfavorable changes were offset in part by increased expansion in Canada and the United
Kingdom, increased revenue in Texas Mlchlgan and other key states and the contmued populanty and rollout of
our Traveler termmals
% Cost of Revenue. Cost of revenue decreased $3.7 million, or 15.5%, to'$20.3 million for fiscal 2005 compared
to $24.0 million for fiscal 2004; Cost of revenue as a percentage of revenue for fiscal 2005 was 40.9% compared to
46.7% for fiscal 2004. Key components of our cost of revenue include, among other items, expenses associated with
technical and operational support of the bingo systems within bingo halls, depreciation and amortization of bingo
terminals, repair,‘refirbishment, and disposals of bingo terminals and related support equipment, and excess or
obsolescence allowance. Cost reductions were éffected by reductions in service and operations personnel, increased
efficiencies in our refurbishments, and reductions in' travel related costs. Bingo equipment depreciation and
‘amortization of related intangibles for fiscal 2005 decreased by apprommately £320,000 below fiscal 2004,
primarily a$ the increased depreclatlon as a result of our mvestment in Traveler terrmnals is offset by our older
tennmals becoming fully depremated

General and Administrative. General and administrative expenses increased $252,000, or 2. 3%, to $11.4 mitlion
for 'fiscal 2005 compared to $11.2 million for fiscal 2004." General and admmlstratwe costs ds a percentage of
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revenué for fiscal 2005 were .23.0% compared to 21.7% for' fiscal 2004. Fiscal 2005 and fiscal 2004 included
elevated .levels ‘of legal expenses, including those related-to litigation with'a former distributor in.Texas, a’patent
infringement lawsuit in Nevada, “litigation with .a former distributor. of -IGS -in. Mississippi, and other legal
proceedings. In addition, fiscal 2005 included legal expenses associated with a Notice of Opportunity. to Show
- Compliance iniTexas. Other increases in igeneral and.administrative -expenses include a sevérance agreement with
our former CEQ, a settlement with the Texas Lottery Commission, arid iricreased accounting fees due to lncreased
compliance reviews associated with the Sarbanes-Oxley. Act of 2002, - -+ SERRCR PR S

L R P !

Sales and Marketing. Sales and marketing expenses decreased $609 000, or 4.8%, to $12.0 mllllon for ﬁscal
2005 commpared-to $12.6 million for fiscal 2004. Sales and marketing costs as'a percentage of revenue for fiscal 2005
‘were 24.1% compared to 24.4% for fiscal 2004. Sales and marketing ‘includes distributor commissions and
personnel, travel, promotional, and support costs for our intermal sales force. Distributor commissions decreased
$1.1 million to $7.4 million or 14.9% of revenue for‘fiscal 2005 .compared to 16.5% of revenue. for: fiscal 2004
Costs associated with our internal sales force grew by $522,000 as a result of an mcrease in severance costs and
increases in marketing, and other busmess promollon costs: - Gt ; AN

t i ' 4 W "o ] . " ' [N

+ Research and Developmem Research and development expenses decréased -$1.1 mllhon ‘or+21.6% “to

*$4.1.million -for fiscal 2005 compared to $5.2:million for fiscal 2004.+Research.and .development - costs.as a

.percentage of revenue for fiscal 2005 were 8.2% compared to 10.0% for fiscal 2004. The. cost.reductions were

accomplished with reductions in‘personnel and employee related costs, including employee severance costs, and
reduced, but more focused; project costs.” " . tev e R RS -
L P T R SR T e

During fiscal 2005 and fiscal 2004 we capitatized internally developed software costs of approximately
$632,000 and $727,000, respectively, of payroll related costs, from- our research and-development .and software
quality assurance functions that meets technological feamblllty and recoverabﬂlty tests m accordance with FASB
StatememNo 86. . o .- - . P U e
Voot . . - -y . i v . P N . ,‘,f‘,_

. Loss Contingencies. Loss contingencies- decreased $3.5 million, or 96.2% 'to $137, 000 for fiscal year 2005
comparéd to $3.6 mitlion for fiscal 2004 Loss contingencies for 2005 consisted.of an additionabaward of $72,600
for legal fees and expenses and-costs and $65,000 for. interest accrued on a.legal.jidgment: Loss contingencies-for
2004 con515ted of $2.8 mllllon for a legal Judgment and related legal fees and expenses and costs of $836 000. . i«
LI N B \ . L ' e, U ’ b
v« Impairment of Goodwill. We recorded no expense for. lmpalrment of goodwill in 2005 compared to an expense
of $6.6 million recorded in fiscal 2004 : . . T A T L ;o e
cL e e ; ;’-..-'-j wiv S SIS

Provision for- (Benefit from). Income Taxes. Oureffective income:tax rate. was- approxlmately 28.5% and 14.8%
for the fiscal years ended October 31, 2005 and 2004, respectively. The change in effective tax rate reflects certain
permanent differences between fmancial accounting and tax accounting and the effect of state-and federal .income
taxes and nondeductible expenses (including goodwill impairment in fiscal 2004) on the pre-tax income in fiscal
2005 versus pre-tax loss in fiscal'2004. In addition, fiscal-2005 included a credit of $360,000 due to an’ adjustmem in
income tax liabilities.

. -
o, LR LA
.

quuldlty and Capltal Resources N

Operatmg activities prowded $145 mllllOI‘l of cash durmg fiscal 2006 compared to $6.5 million during fiscal
2005. The $14.5 million consisted primarily of net income of $4.4 million, adjusted positively by $11.0 million for
depreciation, amortization, obsolescence, and loss on disposal of bingo terminals and related equipment provisions,
and a net use of funds of $859,000 from changes in othér, operating assets and liabilities and other items. During
fiscal 2005, the $6.5 'million consisted primarily of net income of $1.3 million, adjusted posmvely by $11.9 illion
for depreciation, amortization, obsolescence, and loss on disposal of bingo terminals and related equipment
provisions, less a net use of funds of $6.8 million from changes in other operating assets and liabilities and other
iterns including $4.6 million used to purchase two restricted short-term investments related to the Trend litigation
issue,
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We used approximately $18.7 million of cash in investing activities during fiscal 2006 compared to $6.0 million
of cash used during fiscal 2005. The $18.7 million consisted of $11.5 million of capital expenditures (311.4 million
of which was expended 'on bingo terminals and associated support eguipment}, an increase in short-term investments
of $6.7 million, and $302,000 of expenditures for the acquisition of Summit Amusement & Distributing, Ltd.
During fiscal 2005, the $6.0 million consisted of $7.4 million.of capital expenditures ($7.3 million of which was
-expended on bingo terminals, primarily due to purchases of our Traveler terminals and associated support
equipment), the purchase and development of software and other intangible assets for a total of $801,000, and a
decrease in short-term investments of $2.1 million.

Financing activities provided $3.2 million during fiscal 2006 compared to the cash used of $220,000 during
fiscal 2005. The $3.2 million provided during fiscal 2006 was from proceeds from stock option exercises of $2.5
million and $714,000 from the tax benefit from stock options exercised. The $220,000 used during fiscal- 2005 was
for cash dividends of $355,000, offset by proceeds from stock option exercises of $135,000,

As of October 31, 2006, we had cash, cash equivalents, and unrestricted short-term investments of
approximately $12.8 million. In addition to our cash, cash equivalents, and short-term investments, we have a
$2.5 million line of credit with Wells Fargo Bank, N.A.,-which has an interest rate based on the prime rate or
London InterBank Offered Rate (“LIBOR™) plus 2.0%, at our option, on which there was no outstanding balance at
October 31, 2006. The agreement contains certain restrictive covenants, which, among other things, require that
specified financial balances and ratios be maintained, requires profitability to be maintained on a quarterly. basis, and
restricts the incurrence of additional indebtedness and payment of dividends. The revolving credit facility expires on
April 2, 2007. No assurance can be made for renewal on terms acceptable to us.

We believe that cash flows from operations and cash, cash equivalents, and short-term investments on hand will
be sufficient to support our operations, provide for budgeted capital expenditures, and meet liquidity requirements
through the remainder of fiscal 2007. We will need to raise the capital required to complete the acquisition of
Summit. We anticipate financing the acquisition with a $10 million revolving line of credit, which would replace our
existing line of credit, and a $30 million term loan. If we are unable to obtain-the required financing and Summit has
met all of our conditions to closing, we would be required to pay Summit a $1:million termination fee. Our long-
term liquidity requirements will depend on many factors, including the rate at which we expand our business, and
whether we do so internally or through acquisitions. In addition, strategic opportunities we may pursue could require
us to fund our portion of operating expenses of such ventures and may require us 1o advance additional amounts
should any partners in such ventures be unable to meet unanticipated capital calls or similar funding events. To the
extent that the funds generated from the sources described above are insufficient to.fund our activities in the long
term, we may be required to raise additional funds through public or private financing. No assurance can be given
that additional finaricing will be available or that, if' it is available, it will be on terms acceptable to us.

Contractual Obligations '

v
. [}

The following table presents information on contractual obligations held as of October, 31, 2006:

Payments Due by Period

Less - , More
than 1 1-3 3-5 than 5
: : . Total * year years years years
Operating Leases ~ C 32,551,000 § 676,000 § 13450005 530,000 § —-
Other Long Term Obligations - - 181,000 21,000 - 45000 31,000 84,000
Total Contractual Cash Obligations o §$2,732,000 § 697,000 $ 1,390,000 8 561,000 § 84,000
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Purchase Commitments

From time to time, we enter into commitments’ with our vendors to purchase bingo terminals and support
equipment.at- fixed-prices and/or guaranteed quantities. During the third quarter of the fiscal year ended October 31,
2005, we _entered into-two agreements with the same vendor to provide.$2.5 million in Traveler terminals. Asof
‘October 31,-2006, we had fulfilled these purchase commitments. In addition,,during the fiscal year ended October
.31, 2006, we entered into seven additional agreements with the.same vendor 10 provide an additional $5.4 million in
Traveler terminals and $1.1 million in other component parts..As of October 31, 2006, approximately $900,000 of
_the Traveler-commitment was remaining and $1.0 million of the:other component parts commitment was remammg
All purchases are expected to occur by the end of the second quarter of fiscal 2007. o . .

'|’.l||‘...' L N ' . .‘

Jdtem7A. Quanmanve and Quaht‘atzve Dtsclosures About Market R:sk o ,

T . .
’ ot s B ¢ *” ! i v + 1 2 '

As described in Note 9 to our Consolldated Financial Statements we maintain an, mvestment portl‘o]m of
approximately $7.4 million, in investment grade corporate issues, and in investment grade auction rate securities.
The values of these investments are subject to changes in interest rates. However, because these investments are
short-term and are generally allowed to mature, we do not believe that any risk inherent in our portfolio is likely to

-have a material effect on expected cash flows, We monitor these.investments for impairment and make appropriate
_reductions in carryiné value when' necessary. . o T L . _

: Our reyclymg credlt fac1l|ty wrth Wells Fargo isa $2 5 million line of credit with an interest rate based on the
pnme rate or LIBOR plus 2.0%, at our option. The agreement contains; certaln restrictive covenants, “which, .among
other things, require that specified financial balances and ratios be maintained, requires proﬁtablhty to be
maintained on a quarterly basis, and restricts the, Jncurrence of additional indebtedness and,payment,of dividends.
The lme of credlt _expires on Apnl 2,2007. No, assurance can be made for renewal

vt N . . . [
Because the mterest rate on the revolvmg credlt facility 1s vanable our cash ﬂow may be affected byi increases
in interest rates, in that we would be required to pay more interest in the 'event that both the prime and LIBOR
interest rates increase. We do not.believe, however, that any risk inherent in the variable-rate nature of the loan is
likely, to have,a.material effect on our interest. expense or available cash. We currently rnamtam a zero balance on

rthe revo]vmg credit facrllty

Sensrttvtty Anal’ys:s Marker Rlsks Assummg we had a $2.5 mtllron balance outstand:ng as of October 3]
2006 the rate of interest calculated usmg the prime rate option would be 8.25%. Our monthly, mterest payment if
the rate stayed constant, "would be $17.188. If the prime rate rose to 15.0%, which assumes an unusually large
increase; our monthly payment would be.$31,250. A more likely increase of 1.0% or 2.0% would result in a monthly
payment of $l9 271 or $21,354, respectwe]y We do not believe the risk resulting from such fluctuations is matenal
,or that the payment requnred wuuld have a.material eﬁ‘ect on cash ﬂow or our results of operat1ons

O Our exposure to changes in interest rates relates pnmanly to our portfoho of investments. The pnmaxy ob]ectwe
of our investment portfoho is t0 preserve prmcnpal while maximizing yields. This is accnmpllshed by maintaining a’
well-diversified portfolio of high-quality investment-grade securities, all of which have an effective maturity within

- the next twelve months. A hypothetical 50-basis-point increase in mterest rates at October 31, 2006 would have had

an immaterial impact on the fair value of our portfolio.

1

Item 8. Financial Statements and § up}alememary Data

The consolidated ﬁnancual statements and supplementary data are as set forth in the “Index To Consolldated
Financial Statements on page F-1.

Item 9. - Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not applicable.
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Item 9A. Controls and Procedures

* + We have evaluated, with the participation of our Chief Executive Officer and Chief Financial Officer, the
effectiveness of our disclosure controls and- procedures as of October 317:2006. Based on this evaliation, our Chief
Executive Officer and' Chief Financial Officer have concluded that our disclosure controls and procedures are
effective as of October 31, 2006 to ensure that information required to be disclosed by us in the-reports we file or
submit under the Securities Exchange Act of 1934'is recorded, processed, summarized and reported within the time
periods specified in the'SEC’s rules and-forms, including that such information is accumulated and communicated to
our management, including our principal executive and principal financial officers, or persons' performiiig similar
functions, as appropriate to aliow timely decisions regarding required disclosures. Except as described herein, during
the fiscal year covered by this report, there have not been any changes in our internal controls Over financial
reporting that have materially affected, or are reasonably likely to materially affect our internal control over
ﬁnanmal reportmg I, e : e e -

} ‘

Accounting for Income Taxes and Other Matters - '

" In connection with the evaluation destribed above, our Chief Executive Officer and cur Chief Financial Officer
have concluded that there was a significant deficiency in our accounting for income taxes. In preparing our tax
provision for fiscal years 2005 and 2006, we identified certain adjustments to our tax liability accounts and related
income tax provision.' All adjusiments to correct these matters have been reflected in our’ consolidated ﬁnanciai
statements as of and for the fiscal years ended October 31, 2005 ‘and 2006 "o SRR AR U
. . o/ [ ' ) .

Given the significance of the tax account balances and the absence of sufficient mitigating controls, the
deficiency was considered a material weéakness for fiscal 2005 in that there was more than a remote likelihood that a
misstatement could have occurred and would not have been prevented or detected by our internal control on a timely
" basis. Although’ we have improved our related- control processes a 51gn1ficant deﬁc1ency remamed at October 31,

2006 ' _ "

4 ' . ' . . . . ' LI . . ' ' [
‘As of the filing of this report, we have engaged the tax advisory services of an independent public acéounting

firm to assist in the analysis and evaluation of our income taxes, and we will continue to increase the skill and

experience level of senior management. In addition, we are developing definitive procedures for the detailed

documentation and reconciliations supporting the income taxés payable, deferred income tax and tax provision

balances and amounts, mcludmg the appropriate rewew and approval of related Joumal entries

‘Upon the complete implementation of the above measures, we will have mitigated the effect of the defitiencies,

significantly improved our previous internal control, and reduced to a lesser likelihood the possibility of a
misstatement that would not be prevented or detected. We believe that-a control system, no matter how well
designed and operated, can provide only reasonable, not absolute, assurance that the objectives of the control system
. are met. Because of the inherent limitations in all control systems, no-evaluation' of controis can provide absolute
assurance that all control issues and instances of fraud, if any, within a company have been detected

' s LR - . ‘ e ] B P

Item 9B. Other lnformarion

Neot applicable.
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PART III

Item 10. Directors and Executive Officers of the Registrant -+ ‘ R -

The information required by this item is incorporated by reference to the definitive proxy statement to be filed *

pursuant to Regulation 14A of the Exchange Act for our 2007 Annual Meeting of Stockholders.

Item 11. Executive Compensation -
The information required by this item is incorporated by reference to the definitive proxy statement to be filed
pursuant to Regulation 14A of the Exchange Act for our 2007 Annual Meetmg of Stockholders.
- ¥ .
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The 1nfonnat10n required by this item is mcorporated by reference to the deﬁmtlve proxy statement to.be filed
pursuant to Regulation 14A of the Exchange Act for our 2007 Annual Meeting of Stockholders.

Item 13. Certain Relationships and Related Transactions

The information required by this item is incorporated by reference to the definitive proxy statement to be filed
pursuant to Regulation 14A of the Exchange Act for our 2007 Annual Meeting of Stockholders. :

Item 14. Principal Accountants Fees and Services

The information required by this item is incorporated by reference to the deﬁmuve proxy statement to be filed
pursuant to Regulation 14A of the Exchange Act for our 2007 Annual Meeting of Stockholders.
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Item 15. Exhibits and Financial Statement Schedules® . 55 o a7 wf s e ey g i
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(N Consohdated Financial Statements
STy s Lo v D R
Consolidated Financial Statements are listed in the Index to Consolidated Fmanc:al Statements on page
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(2) Consolldated Financial Staternent Schedules
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No ﬁnanc1al statement schedules are included because they are not apphcab]e are not required, or
-+ because required information is included in'the consohdated financial statements or the notes thereto
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Exhibit ) ool

" Number’ ' Description of Exhibit

2.1 Asset Purchase Agreement dated August 30, 2006 between GameTech International, Inc. and
Summit Amusement & Distributing Ltd. (16)

. . - . .
"o .. . T [ . 'a

3.1 . Certificate of Incorporation of the Registrant, as amended (1)
.3:3. -Certificate of Designation of Series A Junior Participating Preferred Stock of the Registrant’(7)

3.4  Second Amended and Restated Bylaws of the Registrant (8)

1 - . f - = . - . *a

4.1  GameTech International, Inc. Registration Rights Agreement (2) . o

“ ' 4.3 Rights ‘Agreement, dated as of March 7, 2003, between GameTech International, Inc. and Mellon
Investor Services, LLC, as rlghts agent (6)

- 44 Specimen Common Stock Cemﬁcate (7) g - -
10.1  GameTech International, Inc. 1997 Incentive Stock Plan (1)

10.2  GameTech lntemanona\ lnc 2001 Reswricted Stock Plan 3y

10.3 Amended and Restated ]997 [ncentlve Stock Plan (13)

10.4  Form of Restricted Stock Agreement (13)
10.5  Form of Stock Option Agreemeht (13) L : o
<+ 10.6  Form of Stock Unit Award Agreemem (13 DRI : i

» 10.7  Employment Agreement effective February I, 2005 between the Reg1strant and Comehus T. Klerk

9 ) T .

108 Letter Agreement by and between the Reglstrant and James C. Wilson, dated as of April 29, 2005
(13 S "

10,9 Release and Severance Agreement by and between the Reglstrant and James C. Wilson, dated as of
August 25,2006 (17)

10.1¢  Settlement and Release Agreement by and between the Registrant and John Furman, dated as of June
28,2005 (12)

10.11  Letter Agreement by and between the Registrant and Jay M. Meilstrup, dated as of July 1, 2005 (12)
10.12  Letter Agreement by and between the Registrant and John McCafferty, dated as of May 22, 2006

10.13  Letter Agreement by and between the Registrant and Tracy Pearson, dated as of October 31, 2006
(18) :

10.14  Lease Agreement dated November 18, 1999 between the Registrant and Cypress Corporate Serv:ces
including addendum to lease and first amendment dated April 17 2000 (4)
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Exhibit .
Number Description of Exhibit IR

f

10.15 Cred:t Agreement dated Apnl 2, 2005 by. and between the Reglstrant aﬁd Wells Fargo Bank
+ «National Association (11) - ' ‘ Lo
| Vs
10.16  Revolving Line of Credit Note, dated April 2, 2005 in favor of Wells Fargo Bank National
Association (11) P . L

10.17 ... Security Agreement relating to equipment, dated April 2, 2005, in' favor:of Wells Fargo Bank,
National Association (11) -

10.18  Continuing Security Agreement relating to rights to payment and mventory, dated Apnl 2, 2005, in
favor of Wells Fargo Bank, National Association (11) T :

10.19  (Credit' Agreement, dated April 3, 2006, by and between the Reglstrant and Wells Fargo Bank,
National Association (14) ' 1. 1

10.20  Revolving Line of Credit Note, dated April 3 2006 in favor of Wells Fargo Bank, National
Association (14)

21  List of Subsidiaries
23.1  Consent of Grant Thomton LLP, lndependent Registered Publlc Accountmg Firm

L
I

232 Consent of Emst & Young LLP, Independent Reglstered Public Accounlmg Firm
v - " 0
31.1  Certification of Chief Executive Officer pursuant to Rule 13a- l4(a) and Rule 15d- ]4(a) promulgated
by the Securities Exchange Act of 1934, as amended R

31.2 Certiﬁcati(m of Chief Financial Officer pursuant to Rule 13a-14(a) and Rule 15d-14(a), promulgated
by the Securitics Exchange Act of 1934, as amended

- ' 321 Certification of-Chief Executive Officer pursuant to 18 U.S.C. Secticn 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

32.2° Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

"‘n . L ' . Lo . o N
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(1) TIncorporated by reference to Exhibits 2.1 and 10.1 to the Registrant’s Registration Statement on Form S-1

.. (Registration No. 333-34967) as filed with the Commission on or about September 4, 1997.

(2) Incorporated by reference to Exhibit 4.1 to Amendment No. i‘to the Registrant’s Registration :Statement on
Form S-1 (Registration No. 333-34967) as filed with the Commission on or about October 17, 1997.

(3) Incorporated by reference to Exhibit 10.1 to the Registrant’s Registration Statement on Form S-8 (Registration
No. 333-72886) as filed with the Commission on or about November 7, 2001.

(4) Incorporated by reference to Exhibit 10.16 to the Registrant’s Annual Report on Form 10-K for the fiscal year
ended Qctober 31, 2001 as filed with the Commission on or about January 29, 2002.

(5) Intentionally omitted.

(6) Incorporated by reference to Exhibit 4.3 to the Registrant’s Current Report on Form 8-K dated March 7, 2003
as filed with the Cominission on of about March 10, 2003.

(7) Incorporated by reference to Exhibits 3.3 and 4.4 to the Registrant’s Quarterly Report on Form 10-Q for the
quanerly period ended January 31,2003 as filed with the Commission on or about March 17, 2003.

(8) Incorporated by reference to Exhibit 3.4 to the Registrant’s Quarterly Repon on Form 10-Q -for the quarterly
period ended January 31, 2004, as filed with the Commission on or about March 16, 2004, '

(9) Incorporated by reference to Exhibit 10.26 to, the Registrant’s Quarterly Report on Form 10-Q for, the quarterly
period ended July 31, 2004 as filed with the Commission on or about September 14, 2004 . - _

(10) Incorporated by reference to Exhibit 10.27 to the Registrant’s Current Report on Form 8- K dated May 2 2005
as filed with the Commission on or about May 4, 2005.

(11) Incorporated by reference to Exhibits 10. 28, 10:29, 10:30 and -10.31 to the chlstrant s Quarterly Report on
Form 10-Q for the quarterly period ended April 30, 2005 as filed with the Commission on or about June 14,
2005.

(12) Incorporated by reference to Exhiibits 10.32 'and 10.33 to the Registrant’s Current Report on Form S-K dated
June 28, 2005 as filed with the Commission on or about July 5, 2005, o

(13) Incorporated by reference to Exhibits 10.34(a), (b), (¢} and (d) to the Registrant's Current Report on Form 8-K
dated March 28, 2006 as filed with the Commission on or about April 3, 2006.

( 14) Incorporated by refererice ‘td" Exhibits' 10. 35 arid 10.36 to the Registrant’s Quarterly Report on Form 10- Q for
the quarterly period ended Apnl 30 2006 as ﬁled with the Commission on or about.June 14, 2006 -

(15) Intentionally omitted. EE e vl

(16) Incorporated by reference to Exhibit 2.1 to the Reglstrant s Current Report on Fon‘n 8-K dated August 30
2006 as filed with the Commission on or about August 31, 2006.

(17) Incorporated by reference to Exhibit?10!1: to the Registrant's Quarterly Report on Form 10-Q for the quarterly
period ended July 31, 2006 as filed with'the Commission on or about September 14, 2006, +|

(18) Incorporated by reference to.Exhibit 10.1 to the Registrant’s Current Report on Form 8-K dated November 13
2006 as filed with the Commission on or about November 15, 2006.
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SIGNATURES
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Pursuant to the requirements of Sectlon 13 or 15(d) of the Securities Exchange Act. of 1934, the reglstrant
has duly caused this report to be s1gned on its behalf by the undersngned thereunto duly authorized. -

Dated: January 29, 2007 . '. :

ia

1

[ [

t . ot

(GAMETECH INTERNATIONAL, [ NC.

A

By: /s/JAY'M, MEILSTRUP ;

~ ' Jay M. Meilstrup
S " President, Chiéf Executive Officer, and Director
' (Principal Executive Qfficer)

"Pursuant to the requlrements of the Securities Exchange Act of 1934 this report has been signed below by the
followmg persons on behalf of thc reglstrant and in the capacmes and on the dates indicated,

i

Signature

Title

4 * . o,

] o

/s / RICHARD T. FEDOR

Richard T. Fedor

i s

Js/ JAY M. MEILSTRUP

Jay M. Meilstrup

!

/s/ TRACY C. PEARSON

Tracy C. Pearson

/s/ ANN D, MCKENZIE

Ann D. McKenzie

/s / RICHARD H. IRVINE

Richard H, Irvine

/s/ SCOTT H. SHACKELTON

Scott H. Shackelton

/s/ DONALD K. WHITAKER

Donald K. Whitaker

3!

Chairman of the Board of Directors

A i’

7. et !

Chief Financial Officer, Treasurer, and - -
Secretary *,
.. (Principal Financial Officer)

s
+

o1

Corporate Controller .
(Principal Accounting Officer)

Director

Director

Director

- 38

Pre51dent Chlef Execuhve Ofﬁcer and
Director, : . . . . -

(Prmc1pal Executlve Officer ) .o

January %9, 2007

o

J an‘u:;r.y 25, 2007

Yy
[l

January 29, 2007,

PR P,

January 29, 2007
January 29, 2007
January 29, 2007

January 29, 2007
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Form 10-Q for the quarterly period ended Aprll 30 2005, as filed with the Commission on or about June 14,
2005.

(12) Incorporated by reference to Exhibits 10.32 and 10.33 to the Registrant’s Current Report on Form 8-K dated
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Report of Indepéndent'Registered Public ' Accounting Firm

Board of Directors and Stockholders ' e A T T

T . YN et - A AT | i M < [

GameTech International, Inc, te < - v
PR T ! I (T
We have audited the accompanying consolidated balance sheets of GameTech® Iaternational, Inc: and
subsidiaries as of October 31, 2006 and 2005, and the related consolidated statements: of operatioits, stockholderél’
equity, and cash flows for each of the years in the two-year period ended OptdbérSl, 2006. These financial
statements are the responsibility of the Company’s management. Our responsibility is to’express an opinion on these

financial statements based on our zudits. )

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. The Company is not required to have, nor were
we engaged to perform an audit of its internal control over financial reporting. Our audit included consideration of
interna! control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal -
control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a *
test basis, evidence supporting the amount and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of GameTech International, Inc. and subsidiaries as of October 31, 2006 and 2005, and the results
of their operations and their cash flows for each of the years in the two-year period ended October 31, 2006, in
conformity with accounting principles generally accepted in the United States of America.

As discussed in' Note I, Stock Based Compensation, to the consolidated financial statements, the Company
adopted Statement 123(R), Share-Based Payments, as of November 1, 2005,
/S/ GRANT THORNTON LLP

Reno, Nevada
January 5, 2007

-




Report of Ernst & Young LLP,
Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
GameTech International, Inc.

We have audited the accompanying consolidated statements of operations, stockholders’ equity and cash flows
of GameTech International, Inc. for the year ended October 31, 2004. These financial statethents are the
responsibility of the Company’s management. Our responsibility is to express an oplmon on these financial
statements based on our audit. . ! '

.
]

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Beard
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. We were not engaged to perform an audit of the
Company’s internal control over financial reporting. Our audit included consideration of internal contro! over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but riot for the
purpose of expressing an opinion on the effectiveness of the Company's internal control over finan¢ial reporting.
Accordingly, we express no such opinfon. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentatlon We bcheve that our
audit provides a reasonable basis for our opinion: s

] .

"“In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
results of operations and cash flows of GameTech International, Inc. for the year ended October 31, 2004, in
conformity with U.S. generally accepted accounting principles.

/s/ ERNST & YOUNG LLP

Reno, Nevada ol
February 8, 2005
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GAMETECH INTERNATIONAL, INC.
- CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share amounts)

o . C
October 31,
_ 2006 2008
o o, "+ -ASSETS: L e - -
C,grrentaSSets T S YR w,_.w T L
% Cash and, cash equwalents RS g RSO . $ 54ll $ . 6,330
, Short-term investments o z 510_8 Lo 503
# Accounts,recelvable net of allowances of $2 230 in 2006 and $2: 374 e o ;
-'1';: L lI'l 2005}‘1 T L. RELETI S l Moy p e g ur 52 B ,,:,‘., K ,3:7-34,-. B 2a S .;”.1573
. Deposits PO A S T RS ADURRE Ot U O Y SO SRR Y ]
Refundable,mcome taxes T P ST - MOt o N
Restricted short-term Investments <, 4 L. . CLoLASsLs 0 4.581,
Prepatd cxpenSes and other current assets . ... e e a3, 326
Deferred Income taxes,, e i e . 2,458 23549
Tota] currentaassets o omgnd J,} S nnan e, it ;s_rL ot Lo e o 23,984, ¥, 18,625
Bmgo equlpment fumlture and other,eqmpment net. . . .t 22,868 .. 20,060
Goodwill.neti o iFin Mmoo gs e e e AOA84, 10,184,
Intangibles, less accumulated amortlzatlon of $4, 071 in 2006 and $4, 335 . e T
in 2005 ) _ . ) - ‘ 1,217 1,811
Restricted caslf R & N Tttt v w483 0w Gl ui450
Deferred income taxes long term .. ) e e N L ' —.
Oibier asséts - e e gl 3020 0
Total assets ... 3 59,214 3 51, 130
LIAB!L!TIES AND STOCKHOLDERS' EQU[TY ; . - T
‘Current’ liabilitiés: -+ ** - L, 4 i S ) )
“Accourits payable. A e 1,819 § | 641 .
Accrued payroll and related obllgat:ons o o , 980 - 1,335
% Atcrued loss contingencies” + 7 , P : 3,898 - .7 3,765 .,
[ncome taxes payable . . ) _ ) _ _ 294 & —
" Othéiaccrued ligbilities - ., : S L 1,581 - . 2,060
Total current liabilities ) 7 8,572 7,801
Non-current efmployment obligations -~ o o 160 © 181
Deferred income taxes ) , 648 1,259
CGommitments'and conitingencies ™ . = S B —

Stockholders equity:
- Common stock $0.001. par valu"e‘ 40 000, 000 “shares. authorlzed 14,371,547

“ sharés 1ssued in 2006 and 13; 740 539:issued’in 2005 ) 14 14
Addltlonal pald in capital ) _ 50,881 - 47,319
Refhineddarmings « .. . L 7,035 © 2,652
Treasury stock, at cost, 1,855, 325 shares in 2006 and 2005 (8,096) (8.096)

Total stockholders' equity™ - .~ T 49,834 41,889
Total liabilities and stockholders' equity 5 59,214 % 51,130

The accompanying notes are an integral part of these consolidated financial statements.
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GAMETECH INTERNATIONAL, INC...
.+ CONSOLIDATEDISTATEMENTS OF OPERATIONS® " .
(In thousands, except per.share amounts)

Year ended October 31,

N 2006 2005 2004
Net fevenue '" $ . 49289 % ¥ 49,651 § 51,490
Cost ofrevenue ) . et 19,929 20,304 24,027
Gross prof't» otz GRS agde [ b ed WIRT 90 360 . 29,347 27,463
Operating expenseés: .~ s :»-'»'- 2 1! A, A ) . ]
. General:and administrative = .1 ity sy o 8303 7 e 11,406,y o 11,154,
_ Sales and marketmg o 11,041, . %0 11,952 - 12,561
- Research and development o ' rhy o 2,885 4058 wvimes 54179, .
Loss contingencies _ . 133 ¢ 137 3,628. :
ota- Impairment of goodwnl] T - — - — 6,625+
: Total operating expenses”. . i 22,362 27,553 39,147
slncome (loss) from’eoperatmns CiTat e ".; A 6,998 1,794, o0 (1 1,684)7
Interest and other income {expense), net _ _ 346+ 76 ot 5B
iIncome (loss) before income taxes o 73u4 1,870 4 (l‘l"6‘26)'
Prov:swn for (benefit from) income taxes ) 2,961 Ls3gt L ( [ 720)
Net income (loss) ) S $ . .4383. § 336§ (9, 906) }
Net 1nc0me (loss) per share ’ ;":' - _T ) —' T - 'W o } Top e b '
Basic T§ - 0361 S 1041 .68 (0.34)"'-' "
" Diluted 32 034 s o1 0§ (0.845“ ~
Shares used in calculating net income (loss) per, share: T L e ' ’
 Basic, e L 12,181 11 868 Rl 775 ‘ ‘T
Dlluted P * 12757 77 VU ieee 15775, !
Dividends de‘cla‘_red' pershare . 7 TR YT goo s 003 5 ’-%""vo‘.z-l;.;

;

£, e b e Cae att R . . : e S PR
The accompanying notes are an integral part of these consolidated fihancial statenients.




GAMETECH INTERNATIONAL, INC.-

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

Balances at October 31, 2003
Tssuance of common stock upen exercise
of stock options

Tax benefit of stock option exercises
Net loss
D:wdends paid_.

N -

Balances at Oclober 31, 2004

(In thousands, except share amounts)

Isstance of common stock upon exercise

of stock options |, - _
Stock based compensauon
Net income - N

Dividends paid -
Balances at October 31, 2005

 Issuance of common stock upon exercise

of stock optlons

Isstance of cominon stock 1o emp!oyee

Stock based compensauon
Tax benefit of stock optlon exercises
Net income

Balances a.t October 31, 2006

Capital
in
excess
Common Stock of par Retained Treasury Stock
Shares Amount value Earnings Shares Amount _ Total
13,592,764 § (143 46,655 3 14,048 1,855,325 % (8,096) § 52,62;1
107,575 — 415 — o - 415
—— — It — — _ 1
— — . (9,906) — - — (9,906)
_ — — (2,471) — — (2,471
13,700,339 14 47,081 1,671 1,855,325 (8,096) 40,670
40,200 — 135 — — — 13
— . — 103 - — . — 103
. - - 1,336 — - 1,336
L — — — (35%) — — {355)
- +13,740,539 .14 47319 2,652 1,855,325 . (8,096) 41,889
630,999 — 2518 — — — 2518
9 - = - - B —
— — 330 — — — 330
N v 714 — — — T4
— — - 4,383 — — 4,383
14,371,547 § 143 50,881 § 7,035 1,855,325

5 (8,096) $_ 49.834

The accompanying notes are an integral part of these consolidated financial statements.
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GAMETECH.INTERNATIONAL, INC.
111 4, CONSOLIDATED STATEMENTS OF CASH'FLOWS -
: (In thousands)

- Lo L e e Year Ended October 31,
U A E 2006 2005 2004
; Cash ﬂows from operatmg actwmes R A “M:‘ L
| Net'income (logs) " & % o BT o ’$M iadA83 o8 0 11,3360°F3 1 (9,906)
: Adjustments to recon(:lle net income (1055) to net cash prov:ded e -
[ by operatmg activities: o L T L R
| *“Depréciation and amortization ¥ § C 10 317 o 01,427 - 11,684
' Obsolescence and loss on disposal of bingo terminals and’ ‘ T
related equipment R 6‘81__‘ . A%3 e
| _Impairment of goodwilly. . - ' LR s et SRR L
: - Loss on disposal of furniture and other equtpment A S - & A
| ! *Loss on dlsposalrof 1ntang1ble assetsho T oo ggi S35 g ol
i Stock compensation expense T 30103
Deferred income taxes . T A T (696),g f'__qg;:_,}]_‘)uh
! *Accrued loss contmgenc1es el oL 1133, .‘,137 . 3 628
! Accrued mterest ‘on short-term 1nvestments e (187) (36) s »—;;‘.
' Accrued interest on restricted cash S & £ ) Y , e P R
Vol iOther changes in-opérating assets and ]1ab111t:es L LT e _‘f‘; ot B e o)
.. _+__ Accountsteceivablé, net - '_:" ) 2(161),.. Rt 140
k'.1¥§§_é DepOS!tsé L ‘.:-f’{f?'i ’ Lol . ."i:;“‘u.l,_}f.‘l _,‘.... Fo :a~4_,. o i u{ﬁ.'v;‘ “,__g.__' el (1)
= ... Refiundable income taxes .. =~~~ T .. 678 . (642) . . .131_
e Restncted short—term mvestments . . - A r_ﬁgg,;m (4 381) it
_~ Prepaid expenses and other current assets IS 1 § N 324 (309)
. - .. -~ Accounts payable R (“393).W i w(702)«* T 560 '
. . Accrued payroll and related obligaions ~  (355) (206) N 787
R OIher accrued llablhtles ._'{ T SR (- v ) N (332) """ 649
_< -+ Income taxes payable ' - - L1294 (] 214)___ ',_' 1 214
.. __Non-current employment obligations kS (21)‘zw TN ]y YRR ),
Net cash provided by operating actmt:es . 14,522 6,454 ° . 13,758
o ! ! s oo J A
F-7




GAMETECH INTERNATIONAL, INC,
CONSOLIDATED STATEMENTS OF CASH FLOWS (Contmued)

(In thousands)

Cash flows from mvestmg activities: .
‘Proceeds from sale of short-term mvestments
Payments for purchase of short-term investments

Capnal expendltures for bmgo equ1pmem fumlture and other e

, "% équipment’ RN 4
Payment for the acqutsmon of Summit Amusement &
Distributing, Lid

Proceeds from sale of assets and insurance reimbursement

Payments for acquisitions of mtanglb]e assets
Net cash used in mveslmg act1vmes

Cash:flows from’financing actmtles

Payments on long-term debt/no@e payable and other obllgatlons

Payment of dividends %o
Tax benefit from stock opnons exercnsed L
Procéeds from issuance of common stock’ ST

Net cash (used in) provided by financing actwmes

Net increase (decrease) in cash and; cash equivalents "‘j"

Cash and cash equivalents at begmmng of year
Cashand cash equivalents at end of year '
Supplemental cash flow information:
Cash paid out in the year for: Tt

Interest

e .- Income taxes g

Non-cash investing and financing actwmes
Acquisition of fixed assets’ 1ncludcd ino- 5o

Accounts payable -

"W

The accompanying notes are an integral part of these consolidated financial statements.
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Year Ended October 31,
2006 2005 2004
24945 - 7 v2,638 . Y 2,250
(31,662) . (500) (3,105)
L(I1341) D T359) o 4(13,619)
Goy - . —
— Ll AT e —
(113) (801) _(1,054)
(18,673 )i Kt (6:005) <0 (lISi528):
— sy
— e e(388) T (247
. 74 o — L=
w258 -"»:1‘7135543 V- 415
3232 (220) (2.331)
(919) 2209 © 4,101y
6330 * 6101 * 10,202
' 5411 g 6330 K3 6,101
100s . 138 31
1805 § %0510 § L 61
157°s T — s S




GAMETECH INTERNATIONAL, INC.
- +NOTES TO CONSOLIDATED FINANCIAL/STATEMENTS. - 7|
October 31, 2006, 2005 and 2004

e, tys ' L PR T R Lo Lt

1. Busmess and Summaryaof&gmf‘cant Accountmg Pollcles R ‘ ' . ',

. ! . . . . . .o . .
L ' PRV [ ot ' o P . PR i )

Description of Business ’ ' ' e N

GameTech International, Inc. (the "Company") was incorporated in Delaware on*April 18,.1994. The Company
operates in a single business segmeni and designs, develops, and markets interactive electronic bingo systems
consisting of portable’and. fixed-based systems under contractual arrangements with terms- generally ranging’ from
month-to-month to three years with bingo hall customers. The Company had products in 40 states and in,seven
nondomestic countries as of October 31,2006, ;. .- - - e -

' s ool ' L . T i B
Consolidation P.rinciples T S R " " AR . :

. Y Vol A RN n

. The Company’s consolidated financial statements include the accounts of GameTech Intemanonal Inc. and its
wholly-owned subsidiaries (“GameTech™):. All significant intercompany accounts and. transacnons have. been

eliminated in-consolidation...  v.oyy o o T e e oL
Use nfEstimates oL e Coa e - e
. _— r o by o N )

The preparation of ﬁnanmal statements in confonmty'wnh accounting pnnc1ples generally accepted in the
United States requires management to make estimates and assumptions that affect the amounts reported in the
consolidated financial statements and accompanying notes. Allowance for doubtful accounts, obsolescence,
impairment of goodwill, and loss contingencies are 51gmﬁcant estimates made by the Company. Actual results could
ultimately differ from those esllmales P el e Cte
! P B e o7 . o PR TP Y bt 1 ! .

Cash and Cash.Equivalents Cany TR E L T
" . ! s B " . ‘i - St : . s A . ' ' PRI

‘The Company consxders all.highly. liquid investrhents. with an orlgmal matunty of three mon(hs or less at-the

date of purchase to be cash equivalents. - e : b,

Short-Term Investments oy o A T

-Short-term investments, which consist of interest-bearing securities and investment grade auction rate securities,
are stated at cost-plus accrued interest, which approximates market value. Those with maturities beyond one year
may be classified -as- short-term investments. based on their highly liquid nature and because such marketable
securities represent the investment .of cash that is available for current operations.~All. auction rate securities are
classified as short-term investments. Short-term investments are classified as-available for sale and are recorded at

~ fair market value using the-specific. identification-method. Unrealized gains and losses are not material, » .

[CH ' . P e

Bingo Equipment, Furniture, and Other Equipment
oty - L .
Bingo equipment includes portable and fixed-base player terminals as well as file servers, caller units, pomt -of-
sale: units; and. other support equipment! Bingo.equipment; furniture, and other equipment are stated at cost and
depreciated using the straight-line: method over the -estimated useful lives of.the assets. The estlmated useful, lives
areasfollows:- . + %, - | . e : . :

. . . LoD teos P ' : T .os

:Bing() equipment; - , - A Y S e 3-5 years’-
Office furnitufe and.equipment -~ .. . <>+ F . a0 .+ 3-7 years:
‘Leasehold improvements. + - A Y T . L . 10 years.

YT AP M 1 s by . n” L ' ¢
The Company provides reserves, for excess or obsolete bingo terminals onhand not expected to be used The
reserves are based upon several factors, including estimated forécast of bingo terminal demand for placement into

halls. The estimates of future bingo terminal demand may prove to be inaccurate, in which case the Company may
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
. BRI E N
. have understated or overstated the provision required for excess or obsolete bingo terminals. Although the Company
attempts 1o assure the accuracy of its estimated forecasts, any. significant unanticipated' changes in demand or
technological developments could have a significant 1mpact on the value of bingo terminals, results of operations,

and financial condition. ' Y

Software Development Capitalization* - cae T e LT J
v . T -t . * ‘ E Y - Ceet 4 . LA
The Company capitalizes costs related to the development-of certain software produdts that meet the criteria of
Statement of Financial Accounting Standards (“SFAS™) No: 86 - -Accounting for the Costs of Computer Software to
Be Sold, Leased, or Otherwise Markered. SFAS No. 86 provides for the capitalization of computer software:that is
to be used as an integral part of a product or process to be sold or leased, after technological feasibility has been
established for the software and all research and development activities for the other compénents of the product or
process have been completed. The Company is capitalizing qualified costs of software developed for new products
or for significant-enhancemments to existing products. The Company ceases capitalizing costs when the product is
available for general .release to the Company’s-customers.: The Company -amortizes the. costs on a straight:line
method over the estimated economic life of the product beginning when the product is available for general release.

The achievement of technological feasibility and the estimate of a products’ economic - life require
management’s judgment. Any changes in key assumptions, market conditions or other circumstances could result in
an impairment of the.capitalized asset and a chargeito'the’ Company’s operating results. = .-+ . « - o

'.t . - ’ T P '.'.,! ! e P o

Goodw:ll . ATV NS E

oot . .

v
[ o . N Lt . T oate

-
.

The Company is required to perform an annual goodw1ll lmpalrment review, and depending upon the: results of
that measurement, the recorded goodwill may be written down and charged to income from operations when its
carrying amount exceeds its estimated fair value. Goodwill is reviewed for possible impairment annually, or more
frequently whenever events or changes in circumstances indicate that the carrying value may not be recoverable,
such as a significant adverse change in legal factors or in the business climate, an adverse action or assessment by a
regulator, unanticipated competition, or a loss of key personnel S Do S o

Impairment of Long-Lived Assets Other Than Goodwill T T

The Company has adopted. the provisions.of SFAS No.- 144, Accounting for the Impairment or Disposal of
Long-Lived Assets . Long-lived assets, other than .goodwill, are reviewed-for impairment whenever everits' or
changes in circumstances indicate that their carrying amounts may not be recoverable. Recoverability of assets.is
measured by comparisonof the carrying amount of the asset to the nét undiscounted. future cash-flows expected 1o

be generated from the asset. If the future undiscounted cash flows.are not sufficient to recover the carrying value of

the assets, the assets’tcarrying value is.adjusted to falr value. The Company regularly evaluates its long-lived assets
for indicators of impairment.

vt : R P

Revenue Recognition
: . coe o } el vt ! R
Revenue is recognized for bingo terminals and  bingo systems-installed as-a single element placed in bingo halls
under contracts based on (1) a fixed fee per use per session; (2) a fixed weekly fee per terminal; or (3) a percentage
of the revenue generated by each terminal. Revenue recognition is a key component of the Company's results of
operations, and determines the timing of certain expenses, such as commissions. The Company recognizes revenue
when all of the following factors exist: (a) evidence of an arrangement with the customer; (b) play or availability of
the bingo terminals; (c) a fixed or determinable fee; and (d) collectibility is reasonably assured. The Company
exercises judgment in assessin'g the credit worthiness of customers to determine whether collectibility is reasonably

assured. Should changes in conditions cause the Company to determine the factors are not met for future X

transactions, revenue recognized for. future repomng periods could be adversely affected.. S -
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Accounts Receivable and Allowance for Doubtful Accounts - . LT . o .

The Company’s receivables are recorded when revenue is recognized in accordance with its revenue recognition
policy and represent claims against-third parties that will be settled in cash. The carrying value of the Company 5
recelvables net of allowance for doubtful accounts represents their estlmated net realizable value

The .Company has established an allowance for uncollecuble accounts “based pnmaniy on . management’s
evaluation of the customer’s financiat condition, past collection history and aging of accounts receivable balances.
The Company's customer base consists primarily of entitics operating in‘charitable, Native American, and
commercial bingo halls located.throughout the United. States! In some jurisdictions, the billing and collection
function is-performed as part of a distributor relationship, and in those instances, the Company maintains allowances
for possible losses resulting from non-payment by both the customér and distributor. The-Company: performs
ongoing’ evaluations of customersiand distributors for credit worthiness, economic trends, changes in customer
payment terms, and historical collection experience when evaluating the adequacy of its allowance for:doubtful
accounts. The Company also reserves a percentage of accounts receivable based on aging category. In determining
these percentages, the Company reviews historical write-offs of receivables, payment trends, and. other:available
information. While such estimates have been within the Company's expectations.and the provisions established, a
change in financial condition of specific customers or in overall trends experienced may result in future adjustments
of the Company’s estimates of collectibility of its receivables. : e S e

Legal Contingencies

. . o N - N 4 ..
The Company is currently involved in various claims and legal proceedings. Periodically, the Company reviews the
status of each significant matter and assesses the potential financial exposure. If the potential loss from any claim or
legal proceeding is considered probable and the amount can be estimated, the Company accrues a liability for the
estimated loss. Significant judgment is required in both the.determination of probablllty and the determmat:on as to
whether an exposure is reasonably estimable. : et :

Because of uncertainties related to these matters, accruals are based only on the best information available at the
time. As additional information becomes available, the Company reassesses the potential liability related to pending
claims and litigation and may revise its estimates. Such. revisions in the estimates of the potential liabilities could
have a material impact on the Company’s results of operations, and financial condition.

Advertising and Promotion Costs

Advertising and promotion costs are expensed as incurred. Such costs during fiscal years 2006, 2005, and 2004
were not material.

Research and Development Costs
Research and development costs are charged to the results of operations when incurred.
Stock Based Compensation Tty

The Company generally grants stock options to its employees for a fixed number-of ‘shares with an exercnse
prlce equal to the fair value of the shares on the date of the grant.

Prior to November 1, 2005, the Company accounted for employee stock transactions in accordance with
Accounting Principle Board (“APB”), APB Opinion No. 25, Accounting for Stock Issued to Employees. The
Company has adopted the pro forma disclosure requirements of SFAS No. 123, Accounting for Stock-Based
Compensation. As permilted by SFAS No. 148, prior to adoption of SFAS No. 123(R), the Company accounted for
stock based compensation expense under the recognition and measurement principles of APB Opinion No. 25 under
which no compensation was recognized in the Company’s financial statements for the fiscal year ended October 31,




GAMETECH.INTERNATIONAL,; INC.
'NOTESTO CONSOLIDATED.FINANCIAL STATEMENTS - (Continued)

2005 and 2004. In connection with the modified prospective method, disclosures.made for periods prior to.the
adoptlon of SFAS No. 123(R) do not reflect restated amounts.
i l- R Tt g o ‘r"i‘ .;"’,.“_‘, . Vg . NERPI ',,

r ,Effecnve November 1;.2603, the Company adopted the Financial Accountmg Standards Board (“FASB”) SEAS
No. 123(R), Share Based Paynient. This statement.is a revision of SFAS No. 123, and supersedes APB Opirion No.
25, and its related implementation guidance. SFAS No. 123(R) addresses all forms of share-based payment awards
.including shares issued under employer stock purchase plans, stock options, restricted stock, and stock appreciation
rights: Under SFAS No. 123(R), share-based payment.awards-.result in a cost that-will be measured .at fair value on
the award’s grant-date: Stock options exercised in future periods will result in an adjustment.within the Consolidated
Statement ‘of.Cash Flows depicting a.reduction to.net cash provided by operating activities .with an-offsetting
Jincrease’in net.cash provided by.financing activities related to incremental tax benefits. In thé fourth quarter of the
fiscal year 2005,:the:Company’s Board.of Directors approved the acceleration of the vesting of all unvested stock
-options awarded under its 1997 Incentive Stock:Plan. As a résult,-all options outstanding at October 31, 2005 were
fully vested and no compensatlon cost, for such opnons will be recognized in any future periods. :
T ‘ : oL S R
.. Forthe ﬁscal year ended October 31 *2006 the Company recognized compensanon expense of $330,000, Wthh
4s included in general and administrative expenses-in, the accompanying.Consolidated Statement of Operations and a
related tax ‘benefit of $1.11,000 for.a net cost of $219,000.:For the fiscal year ended October 31,2006 diluted and
basic earnings per share were reduced by $0.02 as a result of recognizing thie share-based compensation expense, net
of tax.

[
.

1 R I ...
On November 10, 2005, the FASB issued Staff Position No, SFAS 123(R)-3, Transition Election Related to
Accounting for Tax Effects of Share-Based Payment Awards:r The Company has elected to adopt the alternative
transition method provided. in this:FASB Staff. Position for calculating the tax effects of share-based compensation
pursuant to SFAS No. 123(R). The alternative: transition-method inciudes a-simplified method to establish. the
‘beginning .balance of the additional "paid-in, capital -pool trelated- to -the -tax effects of .employee: share-based
compensation, which is available to absorb tax deficiencies recognized. subsequent to the adoption of SFAS.No.
123(R).
T T N T L ST . Lt g et [ ' e
«t 'The following ‘table ‘présents stock- based ‘compensation expense-if the Company had applied’ the falr value
‘Técognition’provisions of SFAS No. 123(R); as amended by SFAS No! 148, to stock-based compensanon .

[N s ! ; :"1

Year ended 0ctober 31,
- (In thousands, except per ' -
share amounts)

M M e D Jtaees | 2004
Net income (loss) as reported L o8 133 % (9,906)
Stock-based employee compensatlon expense included in reported net income, ) .

net of related tax benefits I T T =
_Stock—based employee compensanon expense determmed under falr value B CL ‘
. .method for:all awards, net of related tax eff_e(_:t_s___ e (1,285 " (475)
Pro_fczl?ma net mC.O_r.r_le Qoss) . _ . .. ... . . .. .8 _ .9 % . (10381)

PR N - - e e e e o L - s - - JRp—

Net Income (loss) per.s| share it w

Basw ‘} e e e R . .- A e et A o e B g s g — - s p—— g
Asreported L e T | I (084)
Pro fom'la '. : _.,..“ ;;,y_yf‘ PILETT SR R ',.‘-_\__._- e e B gy e ey - -$ - ,._p'Q.]_,,__S,-,. N (0 88)-

DI’IUE?‘(;_! .,,‘a.,._'.wl,. FECRNI R ,..w_a;._ PRI S “_,1" [ AUV S L AT T S 1 O AU [
eASTEPOIed & L e e i e e e e $. __ o s (0 84)
Pro forma P e e - o5, . 001 8 (0 88)

o ’.w ;!lr" PIRAN P - PR S R TN (1 o T e
BEKERELE 3 SR R Y ST " KRG T R )
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Under SFAS No. 123(R) stock-based compensation cost is measured at the grant date, based on the estimated
fair value of the award, and is recognized over the stated vesting period. The Company continues to utilize the
Black-Scholes option-pricing model to estimate the fair value of employee stock-based compensation at the date of
grarit, which requires the use of accounting judgment and financial estimates. The expected life of the options used
in this calculation is the period of time the options are expected to be outstanding, and is determined by the
simplified method outlined in Staff Accounting Bulletin 107 which states, “The midpoint of the average vesting
period and contractual life is an acceptable expected life assumption.” Expected stock volatility is based on the
historic volatility of its stock for a period equal to the length of time the Company has been public. Expected option
exercises, the period of time the options are held, forfeitures, employee terminations and other criteria are-based on
previcus experiences. The risk-free rates for periods within the contractual life of the options are based on United
States Treasury Note rates in effect at the time of the grant for the period equal to the expected life. Application of
alternative assumptions could produce significantly different estimates of the fair value of stock-based compensatlon
and consequently, the related amounts recognized in the Consolidated Statements of Operations. -

These amounts were determined using the Black-Scholes option-pricing model, which values optioris based on
the stock price at the grant date, the expecied life of the option, the estimated volatility of the stock, the expected
dividend payments, and the risk-free interest rate over the expected life of the option. The assumptions used in the
Black-Scholes model were as follows:

‘. ~ Wt ]

Year ended Octoi)er 31,

o o i _ 2006 v 7 2005 - 2004
Risk-free interest rate _ . . 5.08% L .. 398% . 3.76%
Dividend yield - o o T —_— 2.63%
Volatility factor _ L . . 63.9% - . 644% 66.2%

", " 8.0,

Expected life (in years) ' o , 5.5, o, - 80

Net Income (Loss) Per Share

Net income (loss) per share is computed in accordance with SFAS No. 128, Earnings per Share, which
requires the presentation of both basic and diluted net income (loss) per share. Basic net income (loss) per share is
based solely upon the weighted average number of common shares outstanding and excludes any dilutive effects of
options, warrants and convertible securities. Diluted net income (loss) per share is based upon the weighted average
number of common shares and common-share equivalents outstanding during the year excluding those common-
share equivalents where the 1mpact to basic net income (loss) per share would be antldllutlve The dlfferf:nce
between basic and diluted net mcome (loss) per share is attributable to stock options.

Concentrations of Credit Risk  * . ’ .

Financial instruments, which potentially subject.the Company to concentration of credit risk, consist
primarily of cash and cash equivalents, short-term investments, restricted short-termy investments, and trade
receivables. Cash equivalents, short-term investments, and restricted short-term investments are investment-grade,
short- term debt instruments, consisting of treasury bills, mortgage-backed securities, asset-backed commercial
paper, unsecured corporate notes, and money market accounts, all of which are mamtamed with high credit quality
financial institutions. Cash and cash equivalents are in excess of Federal Deposit Insurance Corporation insurance
limits.

No single customer comprised more than ten percent of the Company's total revenue during fiscal years 2006,

2005 and 2004. However, the Company conducts a substantial amount of its business through distributor
relatiériships, many of which act as a collection agent. ’
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,

Fair Values of Finanéial l'nstruments . . G Co. ' - e '

,ﬂ,'_, ' B L l,"x LN o ' R . ' .

. The carrying amounts feported in the consolidated balance sheets for.cash and. cash equlvalents short-term
investments, accounts receivable, restricted short-term investments, accounts payable, and accrued liabilities
apprommate fair value R PR h . t S A o

“ . o Sl T
Slgnlﬁcant'Market Revenue.Concentration oo v IR . N
i ! . N .o At W
e A SIgmﬁcant portion of the Company § revenue is concentrated in the Texas market, which generated more than
115% of revenue for fiscal years 2006, 2005, and 2004. State law requtres electromc bingo devices and systems to be
placed through qualified distributors.. © . - to . : - '
F] . . . ' o PRI LR . ' PP

Reclassiﬁcatlons S e ' . - . L

i » Certain prior year reclassifications have been made to’conform to classifications used in the current period.
These reclassifications did not have an 1mpact on prev1ously. reponed financtal position, cash flows or resulis of
operations. PR L ! : . Lo . .

Recent Accounttng Pronouncements
o ! ‘..
ln June 2006 FASB issued FIN. No. 48, Accounting for Uncertainty in Income Taxes. FIN No. 48 is an
1nterpretat10n of SFAS-No: 109, Accountmg for Income Taxes. FIN No. 48 prescribes a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to
be taken in an enterprise’s tax return. This interpretation also provides guidance on the derecognition, classifi cation,

interest and penalttes accounting in’interim periods, disclosure, and transition of tax positions. The recognition -

thteshold and meaSurement attribute is part of a two-step tax position evaluation process prescribed in FIN No. 48,
which is effective after the beginning of an entity’s first fiscal year that begins after December 15, 2006. The
Company is assessing the potential impact of FIN No. 48 on its financial position, cash flows and results of
operations.

b . ] . .
[ AT vy i,

. In September 2006 the FASB' issued SFAS No.- 157 Farr Value Measurements (“SFAS 1577, whlch defines
fair. value, establishes a’ framework for measuring fair value in GAAP, and expands disclosures about fair value
measurements. SFAS 157 does not require. any new fair value measurements, but provides guidance on how to
measure fair value.by providing a fair value hierarchy used to classify the source ofithe information. This statement
is effective beginning in October 2008. The Company i Is evaluatmg whether adoption oftthis statement will result in
a change to its fair value measurements. . at, .

In September 2006, the Securities and Exchange Commission released Staff Accounting. Bulletin No.'108,
Quantifying Financial Statement Misstatements (“SAB 108”). SAB 108 gives guidance on how errors, built up over
time in the balance sheet, should be considered from a materiality perspective and corrected. SAB 108 provides
inteipretive guidance on how the effects’ of the carryover or reversal of prior year misstatements should be
considered in quantifying-a current year misstatement. SAB 108 represents the SEC Staff's views on the proper
interpretation of existing rules and as'such ha$ no effecttve date.' The' Company is assessing the potential 1mpact of
SAB No. 108 on its ﬁnancnal posmon results of operatton and cash flows.

2. Goodwill and Intangibles

. The Company accounts for tgoodwﬂl and mtangtbles accordmg to SFAS No. 142 Goodwill and Other
Imangtble Assets. This rule provides that goodwill should not be amorttzed but 1nstead should be tested for
impairment annually and depending upon the results of that measurement, the recorded goodwﬂl may be written
down and charged to income from operations when its carrying amount exceeds its estimated fair value,
Amortization is still required for identifiable intangible assets with finite lives.
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‘Goodwill, resulting!primarily from the February' 1999 acquisition of Bingo Technologies Corporation ("BTC"),
was being amortized .on.a straight-line basis over twelve years and amounted:-to $14,960,000, net of accumulated
amortization, at-October 31; 2002 .and 2003..-The November. 2002, 'acqu:smon' of certaini -assets: of 1GS .addéd

$1,849.000 to goodwill for fiscal 2003, - 40 o0 0 e e cet SR T BT
i [ "’.45.-~‘ B LA % BT, TR
The Company assessed the value of its goodwdl as of July 31, 2006, 2005 and 2004 (1ts annual review date).
o . L T B N A S S pamr

Based on ¢vents in the fourth quarter of fiscal 2004, 1nc1udmg an estimated loss contmgency tecorded during

. the fourth quarter (Note 6), management reviewed its current and expected future results of operations and

determined that.future results of operations were expected to be less than previously anticipated. As'a result of that

review and an independent valuation, the Company recorded an impairment loss of $6,625,000 representing dn

impairment of goodwill. The independent valuation was determined using a market approach which included'a

market multiple and comparable transaction methodology as well as an income approach using a discounted cash
flow. methodology :

Intangible assets consisted of the following as of October 31, 2006 (in thousands):y® (5. ¢ cxuif & Bow &Lt &

RPN R Y N L TR P DTN SR TS el o0 Weighted

. HE ;'_ R BT SCINE SRR IS I PRk R B e A P A T ~Average: 1 :
ot T PRI TR S '1..’ Lo et v Ne_t 5o j,uA_mpr,tizatinn_._ .

Cfwe L tia o taci o caote. 0 ., Stated. - *Accumulated -y Carrying . . "Period (in ; .
... Value . '~ Amortization - ‘»Value - . ,'_ . years) i’
Jlntellectual Property (software)  § 4173 §_ (3 007)_8 1,166 .32
Sgpxrggllt.sitr,%@@mar!ssw‘_.W,_,.k U - BRI ) M ot s
Distributor buyouts .. _ . 860 (809) ] 29 j
T T T T e S S S T S S -y - T
$ 5288 % (4071) $ 12]7 Vor e

Intanglble assets consisted of the following as of October 31, 2005 (in thousands):

WL oy
B T O A AT,

o ,.p ST ‘ . . _ Weighted " :’;
KT ' ' I Average
- . ‘ ‘ Net , _Amortlzatlon
FERE O ST Stated Accumulated Carrying Period (m
,__._J.,; __"___'__# Value Amortlzatlon Value . vears) |
i . - - i mm— - p— - g
ntellectual Property (software) R A4_,0769_7j$i (2 35]) S0 L0930
COpynghts/trademarks __;_.___ ___"____ 28 Ww(z_sg)___ ~ ___,_‘__2_ 45
@ﬁtg_bgt,ggngq@gﬂ__ e e 1,800 (1,700) ___ 100 - i, 23]
Lo .- - $ 6,146 37 (4335 § ¢ L8114 Y

Intangzbles are bemg amortlzed dver the respectlve useful hves of the asSets’ rangmg from two to ﬁve years
Amortization expense related to the intangibles in fiscal years 7006, 2005 and 2004 was $710,000, $721 000 and
$1,524,000, respectively (mcludmg amortlzatlon of 1ntellectua1 propeny soﬁware developed under SFAS 86 of
3656, 000, $485, 000 and $298 000 respectlvely) b

A

r.:" R I -.‘.-_‘,,r o
.

et _‘_,7..-‘ Lot 1 Vo \_:‘ b, - g RS MR T RN AT SRS o I

KN Pt - C I TN L

tey, o . AR RIP T T R

o Ay - TR
R I D VLTI

F-15 ~




GAMETECH: INTERNATIONAL, INC.
‘NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

During October 2004, the Company concluded that an intellectual property software -developed for a.Class 11
gaming device was not in compliance with proposed gaming regulations. The proposed regulation would classify
this game as a Class I1I game and with this classification the Company’s market is limited. As a result, the Company
believes that future cash projections for this game are not material and the entirevalue capitalized of $173,000 was
charged to research and development expense.

Estimated aggregate amortization expense for mtang:ble assets subject to amomzatlon as of October 31,2006 is

as follows (in thousands): . a . . Y

2007s e _ ) _ " e o8 - 704

2008 S ’ 'A o - o S i n : ;_.'.3_ e 425

2009 % DU a : s L . &
) $ 1,217

3. Restricted Short-Term Investments S C - - v

Restricted short-term investments at October 31, 2006 and 2005 consisted of bank certificates of deposit used to
collateralize irrevocable standby letters of credit pledged to the court to secure certain previous judgments against
the Company pending results of the Company’s appeals. The certificates of deposit are in the amounts of $3.4
million'and $1.1 million and include interest rates at October 31, 2006 of 3.88% and 4.51%, respectively and mature
April 6, 2007 and August 10, 2007, respectively:(See Note 6.+

4. Bingo Equipment, Furniture and Other Equipment

LT
iy

" Bingo equipment, furmture -and other equlpment consisted of the following as of October 31, 2006 and 2005 (m
thousands):

Vo o oo October 31,
. o ) o o 2006 2005
Bmgo equtpment o . R 56,241 $ 52,309
Office furniture and equtpment ) o B ‘ _4.246 4,328
Leasehold 1mprovements i ) ) . ' 754 757
o o ' _ 61,241 57,394
Less accumulated deprec1at1on and amortlzat;o.nr ) _‘ __' ) . __ - - 42,038 : '36,273: -
Less reserve for excess or obsolete terminals R S214 T 2878 -
S o . ) ) 18,989 - 18,243
Addcomponentparts R L o _‘__ . . - 3,879 . 1,817
lego equipment, furniture and other equ1pment net o & ) 7 % 22,868 % 20,060

. Depreciation for bingo equipment is applied over three- and ﬁve—year periods. Termmals on- hand that are not
expected to be re-used are prov1ded for as excess or obsolete . . L
Depreciation expense durillg the fiscal years ‘ended October 31, 2006, , 2005 and 2004 amounted to
approximately $9.6 million, $10.7 million and $10.2 million, respectlvely In addition, during fiscal yéars ended
October 31, 2006, 2005 and 2004, the Company reserved $249,000, $0 and $355,000, respectively for bingo
terminals and parts not expected to be re-used.

Component parts are for the assembly of terminals and recorded at average cost until the completed terminal is
placed in bingo equipment and depreciated.
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EX CredltAgreementsa ot e o oo o e

1 . Hl
PN -F

Effective April 3, 2006 the Company renewed its- revolvmg line of credit’ agreement with a bank at=substant1ally the
.same terms. and conditions. The maximum amount available under the terms of the agreement is $2.5 million.
Borrowings bear-interest based on'the bank's prime rate:or LIBOR plus 2.0 %, at the Company’s.option. Interest-is
payable' monthly-and the .agreement expires on “April 2, 2007. The Company can.give no assurance that the credit
.agreement.will be renewed. The Company’s-obligations under the agreement are-secured by substantially all of the
Company’s assets. The. agreement contains certain restrictive covenants, which, among other things, require that
specified financial balances and ratios be maintained, requires profitability to be maintained on.a quarterly basis, and
restricts the incurrence of additional indebtedness and payment of:dividends: At October 31, 2006 and 2005, there
was no outstanding balance under the line of credit and the Company was .in comphance with all terms and

covenants of the agreement s ek e O ey o at St
[ ' . [ . Vo - ' : : :

6. Commitments'and Contingencies, I ' T LA SUL L s

T ' oo ‘ . L I R R P

.Leases oo S .- T L A TR S A A

oL NI i i f- N . S LA R TIPS SPE SR N S

- ~The Company leases administrative and warehouse facrlltres and certain equlpment undér: non-cancelable
.operating - leases. - Rent..expense durmg the fiscal years ended. 0ctober3l 2006, 2005 and 2004 was $899,000,
$912 000 and $943 000, respectwely . e 3! . ce e ct

tFuture minimum lease payments under these leases as of October:31 2006 are as fol]ows (in thousands) i

T I SR ' L R S Y

Purchase Commitments
<" Frota time to time, the Company enters into commltments with its vendors to purchase blngo terminals and
support equrpment at' fixéd prices and/or guaranteed quantrtles During the third quarter of the fiscal year ended
October 31 2005, the Company entered into two agreements with the same vendor to provrde $2 5 million in
Traveler termmals lAs of October 31 2006, “the Company had ‘fulfilled these purchase commrtments T ;addmon
"dunng the fiscal year ended October 31, 2006, the Company entered into seven additional agreements wrth thesame
véndor {0 provrde ah’'additional $5.4 million in Traveler tenrnnals ‘and $1.1 million i m other component parts. As of
"October 31, 2006 approxrmately $900,000 of the Traveler commltment was remammg and $1.0 million of the other
‘component parts commrtment was remammg All purchases are expected to occtir by the end of the seeond quarter
of ﬁscal 2007 : : - ‘ B

A ' . F N R (PR PR TR A
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Litigation - . _ B T L o S
On March 22, 2001, the Company filed GameTech International, Inc. v. Trend Gammg Systems, LLC, CIV 01-0540
PHX LOA, a clarm in the United States District Court for the District of Arizona, seekmg a declaratory Judgment
that the Company/ i is not inmaterial breach of the Company ] November 1; 1999 Distribution Agreement with Trénd
Gaming Systems, LLC (“Trend”), and seeking damages for past due payments and wrongful withholdings by Trend.
Trend counterclalmed alleging that its payments were'in comphance with its corntractual obllgatrons Trend also
contended that the Company was in breach of certain of the’ Company s contractual obligations 16 Trend, incliding
that thé Company had wrongfulty termmated Trend. On December 16 2002 the court entered at the Company 5 :

I
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. request an order enjoining Trend from using approximately $540,000 in funds it had collected on the Company’s
behalf, pending a trial on the Company’s ownership interest in those funds. The money was placed in two bank
‘accounts/constructive trusts, subject to the court’s control. The sums in those accounts' now total approximately
.$600,000..1In addition, collections of accounts receivable .by Trend,.if any, are. also being placed in that account,
pending the resolution of the case.. The’Company has posted a $450,000 deposit with the court as a bond, which is
»presented as’restricted cash on the Company’s condenised consolidated balance sheets. The accounts receivable from
Trend were fully reserved as of October 31, 2006. Trial in this matter commenced October 4, 2004. On November 1,
.2004, the jury returned a verdict in favor of Trend' against;itheCompany in the-amount of $3.5 million in
-compensatory damages. The jury also awarded. the Company $735,000 in compensatory damages against Trend for
funds Trend collected on the-Company’s behalfs but.failed to remit to' the Company. The court denied all of the
Company’s post-trial motions, except that it maintained the.injunction imposing a- constructive- trust, pending
resolution of the issues on appeal. The court setoff the jury awards and entered an amended judgment”for Trend on
May 12, 2005, in the amount of $2.8 million, plus interest on that sum at the rate of 3.31% per annum beginning
March 30, 2005. The Company appealed to the United States Court of Appeals for the Ninth Circuit -on April §,
2005. The Company posted a supersedeas bond on April 8, 2005 in the court-appointed amount of $3.4 million,
which bond stays any action by Trend to collect on the judgment, pending appeal. Trend initially sought an award of
$810,000 in legal fees and $26,000 in expenses and costs. [n an amended request, Trend sought an award of $t.4
snillion in legal fees and 861,000 in expenses and costs. The court awarded Trend $909,000 in legal fees, expenses
and costs plus interest of 3.77% per annum beginning August 5, 2005. The Company appealed the fee award to the
United States Court of Appeals for the Ninth Circuit on August 5, 2005. The Company posted an additional
supersedeas bond with the court on August 18, 2005 in the amount of $1.1 million, thereby staying any action by
Trend to ‘collect the fees, pending appeal. Any cash.used in the collateralization of the bonds is accounted for as
restricied short-term investments on the Company’s consolidated balance sheets. The Company cannot provide
assurance that the Company will succeed in setting the judgments aside on appeal. Currently, the court has not set a
hearing date for the appeal. For the year ended October 31, 2004, the Company recorded an estimated loss
contingency in the Trend litigation of $3.6 million, which was estimated based on the amounts of the judgment
described above. The Company recorded an additional loss contingency, of $72,000 in the third quarter of fiscal
2005 to account for the increased total award to Trend for legal fees and expenses and costs of $909,000. In
addition, loss contingencies of $133,000 and $65,000 were recorded in the fiscal years ended October 31, 2006 and
2003, respectively, to account for interest accrued on the Trend judgment. The Company feels the amount recorded
is appropriate as of October 31, 2006. o

On October 30, 2002, Capital Gaming Supplies (“Capital”) filed Capital Gaming Supplies, Inc. v. GameTech
lntematlonal Inc. Civil Action No. 3:02 CV1636WS in the United States District Court for the Southern Drstnct of
MISSISSlppl seeking a Judgment that the Company tortrously interfered, wtth alleged ex1st1ng and prospectrve
customer accounts. The Company denied the alleganons and filed a counter-claim seekmg a judgment that Caprtal
tortlously interfered with the Company’s customer accounts On April 18, 2003, Caprtal filed an amended
,complamt addmg other elarms against the Company and other defendants including a cla1m for mahcrous breach of
_contracl agamst Intematlonal Gaming Systems Inc. (“1GS™) and its principals, In November 2002, the Company
acqurred certain assets of 1GS and assumed certain claims filed by Capltal agamst IGS and 1ts principals. Capital
sought compensatory and punitive damages from all defendants. On September 30, 2004 the district court entéred a
summary judgment in favor of all defendants dismissing all of Capital’s claims with prejudice. Capital appealed the
Jjudgment to the United States Court of Appeals for the Fifth Circuit, which heard oral argument on the matter on
December 5, 2005. On February 8, 2006 the appellate court affi rmed the judgment by the district court.

On March 2, 2004 the Jury rendered a verdict in the Company s favor awardmg compensatory and punitive
damages against Trend Gammg, LLC, a Kentucky LLC (“Trend Gammg ") (mvolvmg a prior dlstrrbutlon agreement
in Virginia) in the total amount of approxrmate!y $1.5 million. The jury also returned a verdict against Steven W,
and Rhonda Hleronymus awardmg compensatory and puntttve damages of $1.0 million. The court reduced
compensatory damages against Trend Gammg to $1.1 mrlhon The court affirmed, $150,000 in punitive damages
against Trend Gammg and awarded the ‘Company fees and costs of suit against Trend Gaming in the amount of
$650,000. Compensatory damages against Mr. and Mrs Hteronymus have been reduced to $762,000 but the
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. - e e o e ey,
punitive damage award agamst them in the amount of $150,000 remains unchanged. Of the total compensatory
damages of $1.1-million awarded to the Company,-$762,000.represents compensation for.lost profits. The Company
can.only collect such damages from one of the defendants to avoid a double recovery. Defendants have appealed the
judgment against them. The Appellate Court heard oral argument on defendant’s appeal on October 17, 2006. The

- >

voaLe o it

Companyis, awattmg a'decision in"this matter Defendants d1d ‘not’ post a supersedeas bond, and the Company is -

therefore not precluded from pursumg collectron on the Jddgment during the appeal The Company has not recorded
an estlmated gain contmgency, as the Company can give no assurances whether the Company will be able to collect
any award from the defendants v e -

"The Company is involved in variots other legal proceedings arising in the ‘ordinary ‘coursé of its business. The
Company does not believe that any of those proceedmgs w11| have a materlal adverse effect on our busmess 'results
of operanons and fmancral condmon ¢ T 2

ey o Sk H ot Lo
7. Stockholders\Equity. AR T sl

Stock Options ™' SR AT T SR U

In August 1997, the Company with the approval of its stockholders and directors.adopted the 1997 Incentive
Stock Plan (the "1997 Plan™). Under the 1997 Plan, either incentive stock options ("ISO's") or nonqualified stock
options {("NSO's") may be granted to employees, directors, and consultants to purchase-the Company's common
stock at,an exercise price determined.by the Board-of Directors. on the date of grant; ISO's may be granted only to
employees at an exerciseiprice that equals or.exceeds the fair value of such.shares on the date such option is granted.
The -options " generally. have a. term of,ten years-and vesting, periods of ,one .to four years -are determined at the
discretion of the Board of Directors. The Company has reserved 4,000,000 shares.of common stock for i issuance
under the 1997 Plan, which included options granted during the twelve months immediately preceding the adoption
of the 1997 Plan. In October 2001, the Company adopted the 2001. Restricted Stock Plan (the #2001 Plan™).-Under
the 3001 Plan, the Company authorized the granting of restricted stock to employees who are not officers .or
directors, consultants, and independent contractors. At the annual meeting of stockholders held on March 28, 2006,
the stockholders of the .Company approved the amendment and restatement of the, 1997 Plan, which included the
combination of the 2001 Plan with the 1997 Plan and the extens10n of the term of the 1997 Plan "for'an additional ten
years. -

-ty ] e [

¢ ! 5 Ty

The aggregate 1ntrm51c -value represent;s the drfference between the closmg pnce of our. common stock on
October 31, 2006, Wl’llCl’l was, $9.95, and, the gxercise pnee multtplled by the number of in- the—money stock opttons
as of the same date. This represents the amourit-that would-have been réceived: by thestock option holders'if they

had all exercised their stock optlons on October 31, 2006 In future periods, this amount will change dependmg on
 fluctuations in our stock price. The aggregate intrinsic value of the options outstanding at October 31, 2006 was $5 1
million. The aggregate intrinsic value of options exercisable at October 31, 2006 was $4.7 million. During the years
ended October 31, 2006, 2005, and 2004, the aggregate intrinsic valué of options exercised under our stock optlon
plans were $1.8 mtlhon $35,000, and $161,000, respectlvely, determined as of the date of option exercise. '

o As of October 31, 2006, options, 1o, purchase 847.735 shares of common stock were outstanding at exercrse
prices ranging from $2.85 to $6.99 per share under the 1997 Plan. In addition, as ‘of October 31, 2006, 742 791
shares of common stock were available for future ,grants under the 1997 Plan. In Novlember 2006, the Company
1ssued to its new CFO optlons to buy’ 100 000 shares’ of cormmon stock at an exerCISe brtce of $9.32 per share, that
vést on the fourth year anniversary of the grant date.
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A summary of the activity under the stock optlon plan and related mformauon is’ presented below: = o ‘
pa ! . LS Year ended October-31, . L
' ’ 2006 2005 2004
o i_ . Iif'ur.nbér Welghted- Nﬁiqb_er . Welghted~ N INumber 'Weiﬁilged- '
o p” o LT ef. Averagej " of Average © 7 of 7 Average "
o Shares - 'Exercis¢  ° Shares Exercise  Shares * Exercise

_ o B (Options) Price (Options) Price "~ (Options) - Prlce
[Balance at beginning _ot:_yeaf[F (1410900 § . 0363 . 970,125 § . 425 _,\,§9_8,575,_$,( 5 . 3.80

LY e
ORt.lSI}S Adeota o Py ~—,--¥4 Loy SRR O S =P -
“Granted = ""l 150,000 S 6.92 827,650 § 3 12 . 473 QQ_O $__ e 5}66

R Forfeited _ (82, 166) 3 3 81 (346, 675) b " 416 (94 475) $ 3.84

k3 Excrcxsed !630 999)$ 399 - (40,200 1§ .+ . 3.36 (107,575 )Sm.i 3 47
Balance atend ofyear 847,735 $ _3 93 _1410900 S ‘3 63 970,125 $ _4 25 ‘
Exercisable at end of year . 722,735 $ 340 1,410900 § . 3.63" 499,900, Supeei 420 |
Weighted average grant-date
fair value of options granted ;o ot e Do : N
during theyear. « ©. . . . ey o 40T e B 206, L8 - 251

' Lt ; - . . . 4 . o K
' VRS N L T i AR BT L HE ¥ '

rAs ‘of October 31, 2006, the -total cor‘hpehsa'tion cost' related to unvested stock-based awards -prantedrto

employees ‘under the Compary’s’ stock' option plans but 'not yet recognized was -$296,000.- This cost will be
amortized -on-a-straight-line bams over a’ welghted average term of 7 months and will be adjustcd for subsequent

changes in estlmated forfeitures.-* X o L P sherag Tl Vot

'
e . - . . B
] - r . = i [RS8 " ,qln o~ ' ¥ o ' L 1

The followmg table summarizes mformatton regardmg stock options’ outstandmg and exermsable as'of October 31

'2006 T P R coomath T A
. 1\-' o ! ot w et on o e P B Wy o f . Wl
oot ot Optmns Outstandmg R : Optlons Exercnsable po N s
" h . " Weightéd- S : © " Weighted- - - ‘
Average Weighted- Average Weighted-
~ Range of Remammg Ayer_age ' . Remaining Average
"_Exercis'él Number ¢ Contractual’ Exerclse "* Number | Contractual - Exercise
' Pric’es" Outstandmg_ Life (m years) ' Prlce ., Exerclsab]e Life (in years) ’ "Pl:i_ce -
o7 ' ,,;_'3.2'.6;000’??i P N SR Y A L, 3260000 . U v8ls9”
$3.10 - L e L
$3. 19 : " 89,500 .. 843 % 313 ., 89,500 8.43
»$3 44 -v' ARS T e ‘T’Tf“ ‘ff'ﬁ‘a _>' :};?L‘; v !“ﬁ HELAN VR A 4 T '.J. . oLt . e
+ L s T '}\;«w,, T gt el R TL0 N SO LIS 1% 1 . Do st ey
$3.63 -t Tadsast T M tGed s 350 UM 133,355 ‘V 6.93 8"
$385- oy A e e o
‘8420 1,17 700 ! 768 8 . 399 700000 ¢ ' 680 s_ ‘ 3.99
34 62- s R 5 e e R B _; LA ,‘1;- - St e e "T IR L A~ i
s6:99. b "-130,0'0017‘1_.“ ' g9 __$§_u- %, 37 §5pd0 o 235sR
847,735 8158 3.93, JT23135 0 674 8
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Stockholder Rights Agreement

On March 7, 2003, the Company adopted a Rights Agreement {the "Rights Agreement") that may have the
effect of deterring, or preventing a change in contro! that might otherwise be in the best interest of the Company’s
stockholders. Under the Rights Agreement, a dividend of one preferred share purchase right was issued for each
outstanding share of common stock held by the stockholders of record as of the close of business on March 17,
2003. Each right entitles the stockholder to purchase, at a price of $16.00, one otie- thousandth of a sharé of Senes A
Junior Participating Prefetred Stock.

In general, subject to ‘certain limited exceptions, the stock purchase rights become exercisable when a person or
group acquires 15% or more of the Company's common stock or a tender offer or exchange offer for 15% or more of
the Company's commeon stock is announced or commenced. After any such event, the Company s other stockholdets
may purchase additional that attempts to acquire the Company on terms not approved by the Board of Directors. The
rights may be redeemed by the shares of common stock at 50% of the then-current market prlce The nghts w1ll
cause substantial dilution to a person or group Company at $0.01 per stock purchase right at any time before’any
person or group acquires 15% or more of the outstanding common stock. The rights should not interfere with any”
merger or other business combination approved by the Board of Directors. The rights expire on March 17, 2013

8. Income Taxes

The income tax provision (benefit) recorded in the consolidated statement of operations consists of the following (in
thousands):"

Year ended October 31
2006 2005 _ 2004‘

Current: L N S
Federal .t oo 82947 8 5658w,

.§fﬂ_te_w‘ e e e e 365 109 h%0
Foreign AL T T T T 3 L 8 e R
Deferred: S T et e
_Federal o , - T ;-‘/3' (576). .- (2,431 e (1,526)

; State oL o e sl . (284)

'Fore:gn ) i _ (136) — —,
$ 2961 % 534 % (1,720)
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The significant components of the Company's deferred income tax assets and tiabilities as of October 31, 2006

Y. R e .

and 2005 are as follows (in thousands):

B P IS IR T e

I3 TR T wer e QEUHT By el Y Do s U Okctober 31, 2006 1 1
T l'-" T T B s L L I Currerit - Non-Currént
D fr' ‘d ot R A VT I SRR L o S A O PR IS SRR L S i D
m . .
eferrec mco e tax assets sty ket g e e, e it D g A e b i A8
sAmomzanon of 1ntang1ble assets i . : - s —i . 8(}6
s R B - e ] 4o e i A T el S s TSt I
Allowance for doubtful accounts ‘ 838 _ .
L - B hlait SE Y S h‘,g;.vb,i_qr. ey
“Reserve. for obsolete terminals, ¥ . ) N R e 80

Loss contingencies
MLV TR AT b X
,‘wf’\ccl'uf:d‘vacatlonu RN
g bl
Stock optlon expense O
!'? L T e trl e Iy ""‘1'“’“'
,,;Foretgn tax Cl‘ed]t canyforward

Capltal loss carryforward
cEm oy
Total deferred lncome tax assets

De_fer;ed mcome tax llablllty e

Deprecnatlon IY BT 4

ﬁ.,.,'ﬂ -

E M L L 1‘"*-11\—‘-‘-* ‘--t.*-'r R
&i '_’__-L!_ 1‘3*_,3’1”»‘4__ 'l‘!’f ,
+ n-rv R, i R L) —»M-H.l&-ww g 1,—-:»

AT et e S dianiay

TTYATT T Ty

Ly e I etttk L A

e M el

gt et

et Ran et TRl

? e fmd“"ﬁ- g b e
i.«(.u 1;“%“.& R L N (80)’ i ‘..'(1,370)

Net deferred income tax asset (liability) s 2458 % (472)

ety '
October 31, 2005

R R T O S ATE T BT L I TEI 1Y ol OSSN A RPN ’tuﬁréﬁt' Ndii-CurEe'nt‘:
Deferred income tax assets: o o S )
IAmortlzatlon of mtangrblg asseTts B - .3 — $ 914

Allowance for doubtful accounts - ) 890 =
Calodstontingéncies. T __ . L. o _ 1412 —_

Accruedvacatlon o 137 =
TaVariolisacefals . 7 gk, Cw o wn R 110 i ey

Capltal loss carryforward L o — .12

f’[‘otal-deferredimcome axassets. -5 . 7 Ut 2,549° S 926
Deferred income tax llablllty o _ i o (A
WDepreuah_qﬁ%};« s, TET R = S L — "(2,185) .
Net deferred income tax asset (liability) L 2,549 % (1,259)

- e nes P I T

LN ” ,e
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The differences between the Company's provision for (benefit from) income taxes as presented in the
accompanying consolidated statements of operations and provision for (beneﬁt from) income taxes computed at the
federal statutory rate of 34% was as follows: .

Year ended October 31,

. . o 2006 2005 2004
lncome tax provision (beneﬁt) at the statutory ate. .. 340%  34.0% - (34:0)%
State income taxes, net B o 34 4.0 (L)
IForelgn income taxes, net of credlts e oL 0.7y . ot
Revisions to income tax payable due to closure of slalute of ey
limitations o = (114y - =
‘Meals and entertainment ) ) 07 23 .03
Non deductible lobbying expenses ) o - 04 23 08
Tmpairment of goodwill ‘ , S — S — . 154
Other, net 7 1.8 {20y L (0.2)

Income tax prov:smn (beneﬁt) at 1ts effectlve rate ) . 403% C28.5% (14.8)%

il

9. Short Term Investments
The Company currently invests in only investment grade, short-term investments which it classifies as available-
for-sale. As such, there were no significant differences between amortized cost and estimated fair value at October
31, 2006 or October 31, 2005. Additionally, because investments are short-term and are generally allowed to mature,
realized gains and loss for fiscal 2006 and 2005 are minimal.

The following table presents the estimated fair value breakdown of investment by category (in thousands): .

- October 31,

L ‘ P e e 2006 2005,
Corporate securities A e b 36088 - L,
Auction rate securities o L S o 3800 L —
1.8, Treasury agency securities _ o e mpee e L — . 503 ¢
Total short-term investments o 8 ~ 7408 'S 503

10. Accrued Severance . .~',
' '-4\ 5 (K}

The Company has mcurred expenses connected with severance agreements, These amounts are recorded. in

accrued payroll. In fiscal 2006, the total 'sevérance’ éxpense was’ $170 000 in research dnd, developmem In fiscal

2005, total severance expenses of $1.0 million consisted of $45,000 in cost of revenue, $626 OOO n general and

- administrative, $353,000 in sales and marketing, and $15,000 in research and development.

Accrued severance consisted of the following as of October 31, 2006 and 2005 (in thousands): ol

. , ' October 31,
2006 2005
Beginning balance L o s 359 .8 704
Severance expenses L . _ o 170 1,039
Less severance paid o o . "(485) (l 384)
Ending Balance 3 44 3 359
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11. Other Accrued Liabilities + « v1 = 7 Tl ST ol VT
e ' Y o R e S BT VO EPT b
Other accrued liabilities consist of (in thousands): et "
R L U A October 31,

-rs !“l;_' — . :_:__' — -.-wm‘.vi—----.- L . ) _ o 2006 ) 2005
Accmediprofessmnal;fees T Eel T Rt T s ey, § 050208 ot 870
Actrued legal settlement L T RS _200_
ATéried distribuior tommissions . T T mAR Ay 4420 0 0 412
Deferred revenue _ ) _ ) T Y A
‘Accrued property tax (1 T oy T g 139 - v j4l)
Other u ‘ o . 408 . . 435

Ghe ey i o 8 LSRIES - 2060

. i . - [
12. Net Income (Los's) Per Share . _ . . ..
i : + PR A A R I -
A reconcﬂ:atmn of the shares used in the basic and fully dituted net income (loss) per share calculatlons follows
(in thousands): et e n
T e L PP L L I U R Year ended October 31, A
vt L IR o L Lot ¥+ '_fl _.‘.r 2006’\ " ¢ 2008 to- 2004 - ":'_
Bisit'weighted average-shares'olitstanding’s +- - fiv " o 5208t a8 G 11,868 Y v 11,978
Effect of dilutive securities: 7 o * ' S o
Stock options - ¢ ; R oL © 576 . 92 L
Diluted =~ -+~ " 77 T e M 12,757 =+ 11,960 11,775

Employée stdt:fdp’tions to purchase approximately 125,000, 832,000, and 970,000 shares in fiscal years ending
October 31, 2006, 2005,0and 2004, respectively, were outstanding, but were not included in the computation of

diluted earnings per share because the effect would have been antidilutive. B S,
13. Valuation and Qualifying Accounts (in thousands) S
- L I * . “
Additions ' _
Balance at Charged to Net Deductions -~ "Balancé at
_ Beginning of Costs and (Write-offs, Net End of
Description: *°-" "+ " - . Peripd” ™ Expenses - of Collectlons) " Period
‘Allowance for accounts réceivable’ e , et - RS
‘ il ""i. S ‘e N * . o ' tau . T -

Year ended October 31 2004:

. Allowance B B s 3 BRI T R LR (TP R P TV
Yearended October3l 2005_:_7__ e ey e e . . i
~AligWwance e N S -1V S AP Y CRNREY ¢ 1< Y O KR X V'

Year ended October 31 2006:

Allowance ST B PRI $ 2374 § 277§ T (421) § 2,230

iF-24




GAMETECH.INTERNATIONAL; INC.
NOTES.TO CONSOLIDATED,FINANCIAL-STATEMENTS - (Continued)

The balance of the.allowance for accounts receivable for fiscal years ended 2006, 2005, and 2004-included a
combined allowance of $1.6 million for Trend Gaming Systems LLC and Trend Gammg, LLC consisting of the

entire acéounts receivable balance (see Note6). . ...~ - g R A
-.- P e 1 |.), : Ty, , o .y "l}-'.; . v PR
Additions - L TR
Balance at Charged to Deductions Balance at
s ..t ke ooguh - -Beginning of Costs and (Disposal of “End of
Description v ... - Period. - Expenses Assets) Period
Allowance for property and equipment -, ),
Year ended October 31,2004: . ., B P A P
Allowance , 3+ Lo $ 3,172 . 355 & (143 b oxp 33840
Year ended October 31, 2005 - . s o B T T
Allowance _ D $ 3,384 §. . — % (506) 9., 2878
Year ended October 31, 2006: _ 7 ~ ' R,
Allowance = _ Foony £ - 2878 % 249 % (2,913) § _-__"‘;214
. : AT Lot o

14. Agreement to Acquire Assets
o T I B R A T TR Y SR ' T
On August 30, 2006, the Company entered mlo an asset purchase agreement with Summit Amusement &
Distributing, Ltd. (“Summit™) toipurchase substantially-all of Summit’s assets and;assume. certain of 1ts'11abllmes
The purchase price is.$37 million in cash, subject to adjustment, up or down, based on Summit’s working capital as
of the closing date, plus an earn-out of up to $2 million in cash based on EBITDA goals for 2006. The Company

plans to finance the acquisition with a $10 million revolving line of credit and a $30 million term loan. The .

transaction is subject to a number of customary closing conditions. Under certain circumstances, if the transaction
fails to close, the Company would be required to pay Summit a $1 million termination fee, including if the Company
is unable to obtain required financing and licenses. The Company incurred $302,000 of expense in connection with
this agreement, which is recorded as other assets on the balance sheet. In the event this agreement is not
consurnmated, the Company will expense the costs incurred with this acquisition.

15. Quarterly Financial Information (Unaudited)

Summarized unaudited quarterly financial information for the years 2006 and 2005 are noted below (in
thousands, except per share amounts):

Year ended October 31, 2006

First Second Third Fourth

4 Quarter Quarter Quarter Quarter - 7
Revenue $ 12347 § 12,533 § 12430 § 11,979
Gross profit ) $ 7695 § 7,578 § 7,317 % 6,770
Income (loss) from operations 7 5 1,308 §$ 1,864 % 2,105 § 1,721
Net income $ 839 § 1,186 § ~ 1,322 % 1,036
Net income per share: ) ' ' _

Basic _ 8 007 3 0.10 $ 011 3 0.08

Diluted ) i g - 007 $ 0.09 % 0.10 % 0.08
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Dunng the fourth quarter ended October 31, 2006, the Company recorded the followmg expenses:
O $285 000 was credited to general and administrative expenses in the Statement of Operattons due to the
adjustment in accrued bonus liability as the fourth quarter results did not meet the criteria as established in the

Beard approved bonus plan.

Year ended October 31, 2005

First ' Second . . Third ~ Fourth

Quarter Quarter - Quarter ¢ Quarter
Revenue . b 12,320 3 12,746 § - 12,444 § 12,141
Gross profit ' £ - 6850 % 7,600 $ 7,674 S 7,223
Income {loss) from operations $ (33). % 687 § - 159 § 981
Net income (loss) - $ 1 $ 303 8 85 § 947

Net income per share: . *
~Basic 3 000 $ 003 § 0.01 § 0.07
. Diluted 3 000 §% 003 % 001 $

0.07

During the fourth quarter ended October 31, 2005 the Company recorded the following expenses:

‘D ! $360,000 was credited to provtsron for taxes in the Statement of Operatlons due to adjustments in income tax
- liabilities. :
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April 10, 2006 Lt wewelteal
John MeCafferty ez oot tbsiasd e 0n e S T et
Dear John, S R £ it e whhen 3 Ao T o
I (SR RN DR

Congratulations and welcome to GameTech.International, Inc. This correspondence serves as confirmation,of,
_ our offer of employment to you as V.P. of Product Marketing. This position is an important one to our organization
and we look forward to the contributions you will bring to GameTech and its Executive Team. We anticipate your

start date to be May 17, 2006.

As V.P. of Product Marketing your responsibilities will include Sales, Product Marketing and Product
Management. We are prepared to offer you a salary of $200k per year, with the opportunity for a review after 50
days of employment. With this position, you will be able to participate in the Executive Team Bonus Plan. At the
outset, we will offer a stock option grant of 125,000 shares, vesting at the end of a one year period. This stock option
grant will be subject to board approval. :

In addition to the above compensation package, we are prepared to offer you relocation assistance up to
$30,000. Please refer to GameTech’s Relocation Policy for a complete list of approved expenses. After completing
six months of employment your principal residence should be located in the Reno, NV area.

* Should your employment terminate with GameTech for “Cause”, or should you decide to terminate your
employment, prior to completing one year of service, you will be responsible for reimbursing the company for all

relocation expenses paid on your behalf. In the event that there is a change of control, all your stock options will vest

immediately. “Cause” means any conduct that may jeopardize any license in any jurisdiction that the company does
or seeks to do business; performance of work in a manner that is not professional, including dishonesty or
insubordination; conviction for any felony; or other conduct injurious to the company or its reputation. "Change of
control” means (i) the company merges with another entity, or (ii) that any “person” or “group” becomes the
“peneficial owner” of more than fifty percent (50%) of the total voting power entitled to vote in the election of the
Board of Directors, excluding any person or group that is the beneficial owner of more than five percent (5%) of the

LI

total voting power as of the date of this letter. “Person”, “group” and “beneficial owner” are defined in Sections
‘13(d) and 14(d) and Rule 13(d) of the Securities Exchange Act of 1934

~ GameTech also offers a rich benefits package including Medical, Dental, Vision, 401K, Disability and Life
insurance for you. You will be eligible for these benefits the first of the month following 30 days of employment. [n
addition, you will acerue a total of 3 weeks of Paid Time Off during your first year of employment. Many more
benefits will be described in the Plan Package. - '

We do let all new employees know that we are an “at will” employer and either the employee or the employer
may terminate the employment relationship at any time with or without prior notice.

A - We are so pleased to have the opportunity to work with you and look forward to your participation with us.
We wish you the best for success in your new position. Please sign in the space provided below as acceptance of this
offer. A copy will be made for your own personal file.

Kind Regards, -
/s/ Kay O'Brien /s/ John McCafferty 5/22/06
Kay O’Brien John McCafferty Date

Director of Human Resources

cc:  Jay Meilstrup
Scott Shackelton
Employee File
KO:th




Name of Subsidiary

LIST OF SUBSIDIARIES
As of January 24, 2007

State or Jurisdiction of Incorporation

Exhibit 21

GameTech Canada Corporation
GameTech Arizona
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NETIES | “Exhibit 23.1

~. 1 “Consentof Indepéiident Registered. Public Accéounting Firm ;. 7 {2, i
Board'of Directors and Stockholderss~ ,. - =57 a5 o e T T A
R T T M S T Y LA A T R ARV T A

' pr

GameTech International, Inc. * - -7 0 ' noeoe o oy AT I A T RVCHA L T T U S

e L L L A R A CT 0 PR LTS B SR U SRR EL LR R T N S

We have-issued our report dated January 5, 2007, accompanyirig the consolidated financial statements included
in the Annual Report of GameTech International, Inc. on Form 10-K for the years ended October 31, 2006 and 2005.
We hereby consent to the incorporation by reference of said report in the Registration Statements of GameTech
International, Iné: on'Fotms S-8 (File Nos. 333-122836,.333-72886, and 333-51411).

/S/ GRANT THORNTON LLP
Reno, Nevada

January 25,2007

1
PN




ceea Exhibit 23.2

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in the Registration Statements (Forms S-8 Nos.-333-51411;
333-72886, and 333-122836) pertaining to the 1997 Incentive Stock Plan, 2001 Restricted Stock Plan and Amended
and Restated 1997 Incentive Stock Plan of GameTech lntematlonal Inc. of our report dated February 8, 2005, with
respect to the consolidated financial statements of GameTech International, Inc. included in the Annual Repon
(Form 10-K) for the year ended October 31, 2006 : Lor W L

o . Vet e ant e ' S

O et e AN L [ P . ‘- : S

T . /sl ERNST & YOUNG ‘LLP
Reno, Nevada

January 25, 2007




(I Exhibit 31.1
CERTIFICATION
I, Jay M. Meilstrup, certify that: 9 iy
1. 1 have reviewed this annual report of GameTech International, Inc;

. 2." Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
. a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in thls report,
fairly present in all material respects the financial condition, results of operations and cash ﬂows of the
registrant as of, and for, the periods presented in this report; ot :

- 4. The registrant’s other certifying officer(s) and | am responsible for establishing and mamtammg dlsc]osure
* controls-and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e) for the registrant and
have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under ‘our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to usiby others wnhm those entities; pamcularly
during the period in which this report is being prepared; P

b) .Evaluated the effectiveness of the.registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and ., - R :

c). Disclosed:in this report any change in the registrant’s internal control over ﬁnancm] reportmg that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report} that has materially affected, or is reasonably likely to matenally affect, the
registrant’s internal control over financial reporting; and .-

5. The registrant’s -other certifying officer(s} and 1. have disclosed, based on our most recent evaluation of
intemal control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s
board of directors (or persons performing the equivalent functions): . - ‘

a) - All significant deficiencies and material weaknesses in the design or operation of mternal control over -
financial reporting which are reasonably likely to adversely affect the reglstram s ability to record,
process, summarize, and report financial information; and

¢ b} 1Any.fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial:reporting.

Date: January 29, 2007

o /s/ JAY M. MEILSTRUP

Jay M. Meilstrup
o ' Chief Executive Officer




Tt Exhibit 31.2
CERTIFICATION
I, Tracy C. Pearson, certify that: | . | L .
1. 1have reviewed this annual report of GameTech Intemationai, Inc.;: -,

+ 2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
.‘a material fact necessary to.make the statements.made, in light of.the circumstances under which such
statements were made, not misleading with respect to the-peried covered by this report;- N
3.- Based on my knowledge, the financial statements; .and other-financial information included in this report,
fairly present in:all material respects the financial condition, results of operanons and cash flows of the
registrant as of, and for, the periods presented.in this report; : . S
4_ - The registrant’s other certifying officér(s) and I am responsible for. estabhshmg and maintaining dlSClOSUl’E
- controls and procedures (as defined in' Exchange Act Rules 13a-15(e),and 15d-15(e) for the rcglstrant and

" have:
v +a) Designed such disclosure controls and:procedures, -or caused such disclosure controls and procedures to
Y be designed under -our Supervision, to, ensure .that material information relating to the registrant,

including its consolidated subsidiaries, is -made known to us by others within those entities; particularly
during the period in which this report is being prepared, ' C

-+ b} Evaluated the effectiveness of the registrant’s disclosure: controls and procedures and presented in this
report-our.conclusions about the effectiveness of the disclosure controls and procedures,-as-of the end of
the period covered by this report based on such evaluation; and . .

. ¢} Disclosed in this report any change in the-registrant’s internal control over ﬁnanc1a] repomng that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected,.or.is reasonably likely to materlally affect, the
registrant’s internal control over financial reporting; and - . ' Con ’

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of

1 internal control over financial reporting; to the registrant’s auditors -and-the audit commmee of registrant’s

board of directors (or persons performing the equivalent functions): - -
a) All significant-deficiencies and material weaknesses in the design or operauon of mtemal control over
. - financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize, and report financial information; and - - :
+.b) Any fraud, whether or not material,. that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting. . "o

Date: January 29, 2007 T

NS P /s/ TRACY C. PEARSON
S Tracy C. Pearson
S TRANL 2 Chief Financial Officer




A : Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
.+ ASADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF-2002

- In connection with-the Annual Report on Form 10-K of GameTech Intemational, Inc, (the “Company™) for the
fiscal year ended October 31, 2006, as filed with the Securities and Exchange Commission on the.date hereof (the
“Report™), I, Jay M. Meilstrup, Chief Executive Officer of the. Company, certify, to my best knowledge and belief,
pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:" . .+ -

- (1) - The Report fully complies with the requirements .of Section 13(a) or- lS(d) of the Secuntles Exchange Act

of 1934 (15 U.5.C. 78mi(a) or 780(d)); and , oo o

(2) The information contained in the Report fairly presents, in all material respects, the fi nanc1a1 condition and
results of operations of the Company. R Y b

/s/ JAY M. MEILSTRUP L O A

Jay M. Meilstrup :
Chief Executive Officer N T .
January 29, 2007 ' . L




e : Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C, SECTION 1350,
AS ADOPTED PURSUANT TO
* SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report' on Form'10-K of GameTech:International, Inc: (the “Company™) for the
fiscal year ended.Qctober. 31,7 2006, as filed with the Securities and-Exchange Commission on.the date hereof (the
“Report™), LuTracy C. Pearson, Chief Financial Officer ofithe Company, certify, to my best knowledge and bellef
pursuant to 18 U.S.C. §+1350, as adopted pursuant to § 906 'of theSarbanes-Oxley. Act of 2002, that: - -

(1) - The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securmes Exchange Act
of 1934 (15 U.S.C. 78m(a) or 780(d)); and . . .

i (2). The/information’contained in.the Report fairly presents, in-all material respects ‘the- f nancial coridition and

results of operations of the Company J ST poe ‘

/s/ TRACY C. PEARSON
Tracy C. Pearson

Chief Financial Officer ~
January 29, 2007 ) O
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Director
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Form 10-K |

A copy of the 2006 Annual Report on Form 10-K as
filed with the Securities and Exchange Commission is
available to stockholders upon written request,
without charge. All requests should be directed to:

GameTech International, Inc.
Attn: Investor Relations

900 Sandhill Road

Reno, Nevada 89521
Telephone: (775} 850-6100
Fax: (775) 850-6199

www, GameTech-Inc.com

Transfer Agent and Registrar

Mellon Investor Services LLC
235 Montgomery Street

-23rd Floor

San Francisco, California 94104 o
(415} 743-1426

Independent Public Accountants

Grant Thornton LLP

100 West Liberty Street '
Suite 770

Reno, Nevada B9501-1965

{775) 786-1520

Corporate Counsel

Jones, Walker, Waechter, Pointevent,Carrere & Denegre LLP
201 St. Chartes Avenue

New Orlcans, LA 70170-5100

Telephone: 504-582-8000

Certifications

Our Chief Executive Officer and Chief Financial Officer
have made financial certifications pursuant to Sections
302 and 906 of the Sarbanes-Oxley Act of 2002, as
required, in filings with the Securities and Exchange
Commission.

Common Stock

The company's common stock is listed on the Nasdag
National Market under the symbol GMTC,

Annual Meeting

9:00 a.m. on April 11, 2007
Corporate Headguarters
900 Sandhill Road

Reng, Nevada 89521




